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MONDAY, MAY 21, 1956 


Houser or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION SUB- 
COMMITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:10 a. m., in room 
1501, New House Office Building, Representative William M. Dawson 
(chairman) presiding. 

Present: Representatives Dawson (chairman), Brown, and Jonas. 

Also present: Representative Lipscomb; Elmer W. Henderson, sub- 
committee counsel; Orville S. Poland, general counsel; William Pin- 
cus, associate general counsel; Ann E. McLachlan, clerk, of the sub- 
committee staff; and Herbert Roback of the Military Operations 
Subcommittee. 

Chairman Dawson. Will the subcommittee kindly come to order? 

We are a little bit late in that we had a message from one of the 
members of our subcommittee who could not be present this morning. 
He is in Florida. Congressman Dante Fascell became a father at 4 
o’clock this morning. He called up to say he could not make it. 

Mr. Jonas. He should be in Florida. 

Chairman Dawson. This morning the Subcommittee on Executive 
and Legislative Reorganization of the House Committee on Govern- 
ment Operations begins hearings on a number of measures involving 
budget and accounting procedures, and at the same time will review 
the recommendations of the Hoover Commission on budget and ac- 
counting. 

The bills before us are: 

H. R. 9402, by Congressman Lipscomb. 

H. R. 7209, by Congressman Frelinghuysen. 

H. R. 7338, by Congresswoman Church. 

H. R. 8236, by Congresswoman Church. 

H. R. 11052, by Congressman Reuss. 

H. R. 11526, by Congressman Rogers. 

All of these bills have put into legislative form various recommenda- 
tions of the Hoover Commission and are designed to improve govern- 
mental budgeting and accounting methods and to provide for compre- 
hensive reports by the Bureau of the Budget. 

Subcommittee members have already been provided with a com- 
mittee print embodying the comments of the executive agencies on 
the bills before us and on the Hoover Commission recommendations. 


1 
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(The House bills referred to are as follows:) 


[H. R. 9402, 84th Cong., 2d sess.] 


A BILL To improve governmental budgeting and accounting methods and procedures, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


SEcTION 1. (a) Section 213 of the Budget and Accounting Act, 1921, as amended 
(31 U. S. C. 21), is amended by adding at the end thereof the following: “The 
Director shall utilize information obtained under this section, among other pur- 
poses, to prepare comprehensive reports, other than purely fiscal reports, showing 
the financial results of the activities of the departments and establishments. 
Such reports shall be prepared on a fiscal year basis, or at such shorter intervals 
as the Director may deem practicable, and shall be transmitted to the President 
and to the Congress.” 

(b) Section 216 of such Act, as amended (31 U. S. C. 24), is amended to read 
as follows: 

“Spc. 216. (a) For purposes of administration and operation, cost-based 
budgets shall be used by all departments and establishments and their subordi- 
nate units. Fund allocations within the departments and establishments shall 
be made on the basis of such cost budgets. 

“(b) Subordinate operating units within a department or establishment shall 
submit quarterly performance reports to the head of such department or estab- 
lishment, and the head of each department or establishment shall submit a report 
to the bureau, not later than September 30 of each year, on the conduct of its op- 
erations in the preceding fiscal year. The Bureau shall, on the basis of such re- 
ports, submit an annual performance report to the President for all the depart- 
ments and establishments. 

“(ce) Requests for regular, supplemental, or deficiency appropriations which 
are submitted to the Bureau by the head of any department or establishment shall 
be prepared on a cost basis and shall include such data and be submitted in such 
manner as the President may determine in accordance with the provisions of 
section 201 of this Act. 

“(d) The Budget, required by section 201 of this Act to be transmitted to the 
Congress, shall contain information on program costs and accomplishments, and 
a review of performance by organizational units whenever such units do not coin- 
cide with performance budget classifications,” 

(c) Title II of such Act, as amended, is amended by adding at the end thereof 
a new section as follows: 

“Src. 218. The Director, under such rules and regulations as the President may 
prescribe, shall designate and assign qualified personnel of the Bureau to serve 
in the principal departments and establishments, as determined by the President, 
for the purpose of maintaining a continuous review by the Bureau of the Budget 
preparation and administration within any such department or establishment, 
and to further assist the Bureau in carrying out its managerial functions and 
responsibilities. Not more than two persons for each principal subdivision of a 
department or establishment shall be assigned by the Director to any one depart- 
ment or establishment, and, insofar as practicable, persons so assigned to any 
department or establishment shall possess the combined skills of the statistician, 
cost accountant, administrative expert, and program analyst. No such person 
shall be so assigned to any department or establishment for more than two con- 
secutive years.” 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2. (a) Section 104 of the Budget and Accounting Procedures Act of 1950 
(31 U. 8. C. 18a) is amended by adding at the end thereof a new sentence as fol- 
lows: “Each executive agency of the Government shall, under the general super- 
vision of the Director of the Bureau of the Budget, take whatever action may be 
necessary to achieve, insofar as is possible, consistency in its organizational struc- 
ture, budget classifications, and accounting systems.” 

(b) Section 113 of such Act (31 U. 8S. C. 66a) is amended by adding at 
the end thereof the following new subsection: 
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“(c) As soon as practicable after the date of enactment of this subsection, 
the head of each executive agency shall, in accordance with standards pre- 
scribed by the Comptroller General, cause the accounts of such agency to be 
maintained on an accrual basis to show currently, completely, and clearly the 
resources, liabilities, and costs of operations of such agency with a view 
to facilitating the preparation of cost-based budgets and agency reports as re- 
quired by section 216 of the Budget and Accounting Act, 1921. The accounting 
system required by this subsection shall include adequate monetary property 
accounting records as an integral part of the system.” 

(c) Such Act is further amended by adding after section 119 thereof the 
following new sections: 


“STAFF OFFICE OF ACCOUNTING 


“Src. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head 
of which shall be the Assistant Director of Accounting, to be appointed by the 
President, and to receive compensation at the rate of $ per annum. 

“(b) It shall be the duty of the Assistant Director for Accounting— 

(1) to develop and promulgate an overall plan for accounting and re- 
porting by the various executive agencies which is consistent with the 
principles, standards, and related requirements prescribed by the Comp- 
troller General of the United States pursuant to section 112 of this part; 

(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such overall 
plan; 

“*(3) to set reasonable and definite schedules for the performance of the 
functions of such agencies and to watch and report on their progress; 

“(4) to stimulate the building of competent accounting and auditing or- 
ganizations in such agencies and to assist actively in the selection, train- 
ing, and retention of capable personnel ; and 

“(5) to report to the Director of the Bureau of the Budget at least once 
each year, and at such other times as the Director may require, with respect 
to the status of accounting in each of the executive agencies. 


“COMPTROLLERS FOR EXECUTIVE AGENCIES 


“Sec. 121. (a) The lead of each executive agency is authorized and directed, 
with the advice of the Assistant Director for Accounting, to provide for the 
appointment of a Comptroller who shall be directly responsible to him, and who 
shall have the following functions and duties— 

“(1) to supervise and direct the setting up and maintenance in such agency 
of adequate accounting and auditing systems and procedures in conformity 
with the overall plan prescribed by the Assistant Director for Accounting 
pursuant to section 120 hereof ; 

“*(2) to direct the recruitment, training, and development of qualified 
accounting personnel for such agency ; 

“(3) to develop and be responsible for reliable and informative financial 
reports for internal management purposes and for submission to the Con- 
gress and the various executive agencies ; 

(4) to interpret and advise upon significant aspects of the financial 
reports of the agency ; and 

“(5) to direct the preparation of budgets at operating levels for the infor- 
mation of the head of the agency or other officials responsible for budget 
policies in such agency, and to review the execution of such budgets.” 


SIMPLIFICATION OF ALLOTMENT SYSTEM FOR ALLOCATING FUNDS 


Sec. 3. It is the intent of the Congress that each executive agency, as defined 
in section 118 of the Budget and Accounting Procedures Act of 1950, shall take 
whatever steps are necessary to simplify the allotment system for allocating 
funds to operating units within such agency, and in making such simplification 
each agency shall work toward the objective of financing each operating unit, 
at the highest practical level, from not more than one allotment for each 
appropriation affecting such unit. 
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SINGLE AGENCY ACCOUNTS 


Sec. 4. (a) Each executive agency, as defined in section 118 of the Budget 
and Accounting Procedures Act of 1950, shall, in accordance with principles 
and standards prescribed by the Comptroller General, maintain a single account 
under each appropriation title or fund. 

(b) This section shall take effect on the first day of the first fiscal year 
commencing after the date of enactment of this Act. 


JOINT STUDY BY BUREAU OF BUDGET AND GENERAL ACCOUNTING OFFICE 


Sec. 5. (a) The Director of the Bureau of the Budget and the Comptroller 

General shal. jointly undertake a study and investigation to determine— 

(1) what steps can be taken to eliminate (A) duplicate accounts within 

the Treasury Department, and (B) duplicate accounting as between the 

Treasury Department and the other departments and agencies of the Gov- 

ernment ; and 

(2) the adequacy of internal auditing in the excutive departments and 
agencies of the Government. 

(b) The Director of the Bureau of the Budget and the Comptroller General 
shall report the results of their study and investigation together with such 
recommendations as they deem appropriate, to the Congress not later than two 
years after the date of enactment of this Act. 


{H. R. 7209, 84th Cong., 1st sess.] 


A BILL To provide for improving accounting methods in the executive branch of the 
Government, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Budget and Accounting Procedures 
Act of 1950 is hereby amended by adding after section 119 thereof the following 
new section: 

“STAFF OFFICE OF ACCOUNTING 


“Sec. 120 (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head of 
which shall be the Assistant Director for Accounting, to be appointed by the 
President, by and with the advice and consent of the Senate, and to receive com- 
pensation at the rate of $15,000 per annum. 

“(b) It shall be the duty of the Assistant Director for Accounting— 


“(1) to develop and promulgate an overall plan for accounting and re- 
porting by the various executive agencies which is consistent with the princi- 
ples, standards, and related requirements prescribed by the Comptroller Gen- 
eral of the United States pursuant to section 112 of this part; 

“(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such overall 
plan; 

“(3) to set reasonable and definite schedules for the performance of the 
functions of such agencies and to watch the report on their progress; 

“(4) to stimulate the building of competent accounting and auditing or- 
gaizations in such agencies and to assist actively in the selection, training, 
and retention of capable personnel; and 

“(5) to report to the Director of the Bureau of the Budget at least once 
each year, and at such other times as the Director may require, with re- 
spect to the status of accounting in each of the executive agencies. 


“OOMPTROLLERS FOR EXECUTIVE AGENCIES 


“Sec. 121. (a) The head of each executive agency is authorized and directed 
with the advice of the Assistant Director for Accounting, to provide for the ap- 
pointment of a Comptroller who shall be directly responsible to him, who 
shall receive compensation at the rate of $15,000 per annum, and who shall have 
the following functions and duties: 

“(1) To supervise and direct the setting up and maintenance in such agency 
of adequate accounting and auditing systems and procedures in conformity with 
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the overall plan prescribed by the Assistant Director for Accounting pursuant to 
section 120 hereof ; 

“(2) To direct the recruitment, training, and development of qualified ac- 
counting personnel for such agency ; 

“(3) To develop and be responsible for reliable and informative financial re- 
ports for internal management purposes and for submission to the Congress and 
the various executive agencies ; 

“(4) To interpret and advise upon significant aspects of the financial reports 
of the agency; and 

“(5) To direct the preparation of budgets at operating levels for the infor- 
mation of the head of the agency or other officials responsible for budget policies 
in such agency, and to review the execution of such budgets.” 





{H. R. 7338, 84th Cong., 1st sess.] 


A BILL To provide for improving accounting methods in the executive branch of the 
Government, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United Stutes 
of America in Congress assembled, That the Budget and Accounting Procedures 
Act of 1950 is hereby amended by adding after section 119 thereof the following 
new sections: 

“STAFF OFFICE ACCOUNTING 


“Sec. 120. (a) There is hereby established in the Bureau of the Budget, under 
the supervision of the Director thereof, a Staff Office of Accounting, the head 
of which shall be the Assistant Director for Accounting, to be appointed by the 
President, by and with the advice and consent of the Senate, and to receive 
compensation at the rate of $ per annum. 

“(b) It shall be the duty of the Assistant Director for Accounting— 

(1) to develop and promulgate an overall plan for accounting and 
reporting by the various executive agencies which is consistent with the 
principles, standards and related requirements prescribed by the Comp- 
troller General of the United States pursuant to section 112 of this part; 

“(2) to expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies which are consistent with such 
overall plan; 

“(3) to set reasonable and definite schedules for the performance of 
the functions of such agencies and to watch and report on their progress; 

*(4) to stimulate the building of competent accounting and auditing 
organizations in such agencies and to assist actively in the selection, train- 
ing, and retention of capable personnel: and 

“(5) to report to the Director of the Bureau of the Budget at least once 
each year, and at such other times as the Director may require, with respect 
to the status of accounting in each of the executive agencies. 


“COMPTROLLERS FOR EXECUTIVE AGENCIES 


“Sec. 121. (a) The head of each executive agency is authorized and directed, 
with the advice of the Assistant Director for Accounting, to provide for the 
appointment of a Comptroller who shall be directly responsible to him, who 
shall receive compensation at the rate of $ per annum, and who shall 
have the following functions and duties: 

“(1) To supervise and direct the setting up and maintenance in such agency 
of adequate accounting and auditing systems and procedures in conformity with 
the overall plan prescribed by the Assistant Director for Accounting pursuant 
to section 120 hereof ; 

“(2) To direct the recruitment, training, and development of qualified account- 
ing personnel for such agency ; 

“(3) To develop and be responsible for reliable and informative financial 
reports for internal management purposes and for submission to the Congress 
and the various executive agencies; 

“(4) To interpret and advise upon significant aspects of the financial reports 
of the agency; and 

“(5) To direct the preparation of budgets at operating levels for the informa- 
tion of the head of the agency or other officials responsible for budget policies 
in such agency, and to review the execution of such budgets.” 
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[H. R. 8236, 84th Cong., 2d sess.] 


A BILL To provide for comprehensive reports by the Bureau of the Budget with respect 
to all branches of the Government and the executive agencies thereof 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Budget and Accounting Procedures 
Act of 1950 is hereby amended by adding after section 119 thereof the following 
heading and new section: 


“OOMPREHENSIVE REPORTS OF EXECUTIVE AGENCIES 


“Sec. 120. (a) The Director of the Bureau of the Budget is authorized and 
directed to prepare or cause to be prepared for transmission to the Congress 
during the first days of each regular session a comprehensive report (other 
than a purely fiscal report) with respect to the financial results of the activ- 
ities of all branches of the Government and of each executive agency thereof. 
Each such report with respect to an executive agency shall contain information, 
in such detail as the Director shall prescribe, relating to all the operations and 
activities of such agency, including the costs of such operations and activities, 
the assets and liabilities of the agency, the extent of its contingent liabilities, 
if any, and such other pertinent data and information as the Director determines 
to be necessary to carry out the purposes of this section. 

“(b) The head of each executive agency shall furnish such information as 
the Director of the Bureau of the Budget may require for the purpose of pre- 
paring the comprehensive reports herein provided for.” 

Sec. 2. There are hereby authorized to be appropriated such sums as may be 
necessary to carry out the provisions of this Act. 





{H. R. 11052, 84th Cong., 2d sess.] 


A BILL To improve governmental budgeting and accounting methods and procedures, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


SecTION 1. (a) Section 213 of the Budget and Accounting Act, 1921, as 
amended (81 U. 8S. C. 21), is amended by adding at the end thereof the follow- 
ing: “The Director shall utilize information obtained under this section, among 
other purposes, to prepare comprehensive reports, other than purely fiscal reports, 
showing the financial results of the activities of the departments and establish- 
ments. Such reports shall be prepared on a fiscal year basis, or at such shorter 
intervals as the Director may deem practicable, and shall be transmitted to the 
President and to the Congress.” 

(b) Section 216 of such Act, as amended (381 U. S. C. 24), is amended to read 
as follows: 

“Seo. 216. (a) For purposes of administration and operation, cost-based budgets 
shall be used by all departments and establishments and their subordinate units. 
Fund allocations within the departments and establishments shall be made 
on the basis of such cost budgets. 

“(b) Subordinate operating units within a department or establishment shall 
submit quarterly performance reports to the head of such department or estab- 
lishment, and the head of each department or establishment shall submit a 
report to the Bureau, not later than September 30 of each year, on the conduct 
of its operations in the preceding fiscal year. The Bureau shall, on the basis 
of such reports, submit an annual performance report to the President for all 
the departments and establishments. 

“(c) Requests for regular, supplemental, or deficiency appropriations which 
are submitted to the Bureau by the head of any department or establishment 
shall be prepared on a cost basis and shall include such data and be submitted 
in such manner as the President may determine in accordance with the provi- 
sions of section 201 of this Act. 

“(d) The Budget, required by section 201 of this Act to be transmitted to 
the Congress, shall contain information on program costs and accomplishments, 


a 





oo 8 Tt So ws 


=~ 


——_— = SS US Se. 


“ 


 * 


ed 


BUDGET AND ACCOUNTING 7 


and a review of performance by organizational units whenever such units do 
not coincide with performance budget classifications.” 

(ec) Title II of such Act, as amended, is amended by adding at the end thereof 
a new section as follows 

“Sec. 218. The director, under such rules and regulations as the President 
may prescribe, shall designate and assign qualified personnel of the bureau to 
serve in the principal departments and establishments, as determined by the 
President, for the purpose of maintaining a continuous review by the Bureau 
of Budget preparation and administration within any such department or 
establishment, and to further assist the bureau in carrying out its managerial 
functions and responsibilities. Not more than two persons for each principal 
subdivision of a department or establishment shall be assigned by the director 
to any one department or establishment, and, insofar as practicable, persons 
so assigned to any department or establishment shall possess the combined skills 
of the statistician, cost accountant, administrative expert, and program analyst. 
No such person shall be so assigned to any department or establishment for 
more than two consecutive years.” 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2. (a) Section 104 of the Budget and Accounting Procedures Act of 
1950 (31 U. S. C. 18a) is amended by adding at the end thereof a new sentence 
as follows: “Each executive agency of the Government shall, under the general 
supervision of the Director of the Bureau of the Budget, take whatever action 
may be necessary to achieve, insofar as is possible, consistency in its organi- 
zational structure, budget classifications, and accounting systems.” 

(b) Section 113 of such Act (81 U. 8S. C. 66a) is amended by adding at the 
end thereof the following new subsection: 

“(e) As soon as practicable after the date of enactment of this subsection, 
the head of each executive agency shall, in accordance with standards prescribed 
by the Comptroller General, cause the accounts of such agency to be maintained 
on an accrual basis to show currently, completely, and clearly the resources, 
liabilities, and costs of operations of such agency with a view to facilitating 
the preparation of cost-based budgets and agency reports as required by section 
216 of the Budget and Accounting Act, 1921. The accounting system required 
by this subsection shall include adequate monetary property accounting records 
as an integral part of the system.” 

Chairman Dawson. We will call as our first witness, Congress- 
woman Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 


STATEMENT OF HON. MARGUERITE STITT CHURCH, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 


Chairman Dawson. One of these bills is filed by an active member 
of our committee, Mr. Lipscomb, but he says he will always yield to 
the ladies since Mrs. Church is a former member of this committee. 

We welcome her once again to testify on the legislative matters she 
is interested in. Which “bill would you like to discuss first? 

Mrs. Cuurcu. My single statement is made on behalf of both bills, 
which I thought would be an economy of your time. I would like to 
first thank Mr. Lipscomb for the courtesy. I am sure he knows I 
never take advantage of that prerogative unless it is offered me. 

Let me say to you it is always good to come back. I greatly appre- 
ciate the privilege of appearing before you this morning in regard 
to H. R. 7338 and H. R. $236, 

H. R. 7338 was introduced to carry out one of the recommendations 
of the Commission on Organization of the Executive Branch of the 
Government, generally known as the second Hoover Commission. 
H. R. 7338 was specifically drawn up to implement recommendation 
No. 10 in the Commission’s Report on Budget and Accounting. 








8 BUDGET AND ACCOUNTING 


It proposed the creation of a staff office of accounting in the Bureau 
of the Budget, of which the purpose would be to expedite, guide, and 
assist agencies and departments in the development of cost-based 
accounting systems throughout the Government. 

The Commission had found that the accounting systems of Govern- 
ment agencies, although adequate to insure legality and honesty in 
the handling of Government funds, are far from sufficient to secure 
adequate cost figures which would show the true costs of various func- 
tions of the Government. 

Without good cost accounting throughout the Government, it is 
impossible to know how much the various activities and programs of 
the Government are actually costing us. The Commission therefore 
urged that the Government accounting system be reoriented so that 
it would reveal the true costs of Government programs. 

To accomplish this objective, much work must needs be done in 
most of the departments and agencies. It would be the Bureau of 
the Budget, as an arm of the President in the formulation of the 
annual budget and for the development of sound management policies 
throughout the Govrenment, that would properly serve as the appro- 
priate agency to guide and assist agencies in the development of im- 
proved accounting methods. 

It would not be the task of the Staff Office of Accounting, as set up 
in H. R. 7338, to impose upon agencies accounting systems, but rather 
to assist and guide agencies in improving their own accounting 
methods. 

The statement released by the White House on April 29, expressing 
the approval of the Budget Bureau for this report of the Commission, 
indicates that some progress is being made already in the Bureau of 
the Budget to carry out the recommendation. 

It is however my belief that for this function to be performed ef- 
fectively a levislative mandate is necessary. Such a mandate will make 
it clear to all departments and agencies of the Government that it is the 
wish of Congress that they cooperate fully with the Bureau of the 
Budget in developing modern-day, businesslike accounting systems. 

It is for this reason that I strongly urge this committee favorably 
to report H. R. 7338 unless, indeed, a more comprehensive bill might 
be accepted which would make provision for the suécessful implementa- 
tion of the purpose behind H. R. 7338. 

H. R. 8236, which might be regarded as a companion bill, seeks to 
implement Recommendation 2 of the Hoover Commission’s Report on 
Budget and Accounting. It would provide that all executive agencies 
report annually to the Bureau of the Budget on the conduct of their 
operations; and that on the basis of such information the Bureau 
should prepare for the President an annual report on performance of 
the executive branch of the Government as a whole. 

It is true that pursuant to recommendations of the first Commission 
on Organization of the Executive Branch of the Government, the 
budgets of most departments and agencies are now being formulated 
to show the money actually being spent on their specific programs. 

In order, however, that the President and Congress may know what 
results are being obtained by the expenditure of money on such specific 
programs, information is needed on what these programs have actually 
accomplished during each fiscal year. 
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This information should reveal what has been done; what objective 
was sought to be attained; how far that objective has been realized ; 
and what have been the actual costs. 

Without such information at hand, Congress cannot possibly evalu- 
ate the desirability of the programs of any specific agencies. Further- 
more, it is only by having such material at hand that the Bureau of the 
Budget as the arm of the President, can evaluate the budget requests 
of the various agencies for the forthcoming fiscal year. 

It is my belief that the passage of H. R. 8236 would, therefore, yield 
to the Congress the type of information needed for properly evaluat- 
ing appropriation requests. 

Such significant information would also permit the President to 
improve the administrative management of the Government. With- 
out such information, the Division of Management and Organization 
of the Bureau of the Budget cannot adequately perform its task of 
management improvement. 

The statement of the Bureau of the Budget released on April 29 
again indicates that some steps are already being taken to carry out this 
recommendation of the Commission; but, here again, it is my sincere 
belief that a legislative basis for this function is highly desirable. 

With such recommendations firmly embodied in actual legislation, 
all agencies will know that it is the will of the Congress that this 
proposal be carried out. Such legislation, moreover, would certainly 
be in conformity with the President’s message to Congress of May 10, 
1956, in which he urges the enactment of legislation to carry out the 
Commission’s recommendations in the budget and accounting field. 

Mr. Chairman, I realize that this committee is also considering a 
much more comprehensive bill, H. R. 9402, designed to carry out prac- 
tically all of the recommendations of the Report on Budget and 
Accounting of the Commission on Organization of the Executive 
Branch of the Government. if this committee should decide to report 
favorably on H. R. 9402, it would not be necessary to take action on 
H. R. 7338 and H. R. 8236. 

However, if for any reason whatsoever H. R. 9402 should not receive 
favorable action, I would strongly urge that prompt and favorable 
consideration be given to H. R. 7338 and H. R. 8236. 

I would like to add, Mr. Chairman, my own appreciation of the 
effort that Mr. Lipscomb has made to bring in a comprehensive bill 
and assure him I will do everything possible to support it. 

Chairman Dawson. This committee has been very fortunate to have 
Mr. Lipscomb, a public accountant, as a member of this committee. 
We are releasing a report of his investigation and work with the 
General Ac counting Offic e, which I think will be one of the most infor- 
mative studies made by this committee in a long time. 

Mrs. Cnurcr. We thank you also for having that report made, 
Mr. Chairman. 

Chairman Dawson. Thank you. 

Mr. Jonas? 

Mr. Jonas. Thank you very much for that fine statement, Mrs. 
Church, but I would like to ask this technical question. As I look 
at both bills, they tend to amend the same section of the Budget and 
Accounting Procedures Act by adding a new section but they are 
labeled 120 (a). Is that a mixup in numbering? They couldn’t both 
be 120 (b). 








10 BUDGET AND ACCOUNTING 


Mrs. Cuurcu. It would not be a mixup in numbering if each bill 
were considered separately, Mr. Jonas. Se I did not know which 
bill would be called up first, I drew up each originally as though the 
other were not in being. 

Mr. Jonas. As though it would stand alone? 

Mrs. Cuurcn. Yes. It would mean if these bills were accepted, 
they would have to be written in and the sections would have to be 
renumbered, according to which one came first. 

I took 7338 as the logical number. The committee might decide the 
other might be more logic al to put first. Thank you for calling atten- 
tion to that fact. 

Chairman Dawson. Thank you very, very much. 

Mrs. Cuurcn. Thank you, Mr. Chairman. 

Chairman Dawson. Congressman Lipscomb ? 


STATEMENT OF HON. GLENARD P. LIPSCOMB, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Lirscoms. Mr. Chairman, members of the committee, I am cer- 
tainly pleased to appear here today in support of H. R. 9402, the bill 
which I introduced on February 20, 1956, to improve budget and ac- 
counting procedures in the F ederal Government through implementa- 
tion of the majority of the budget and accounting recommendations 
of the second Hoover Commission. 

I appreciate particularly the interest of the chairman and the mem- 
bers of the reorganization subcommittee evidenced by scheduling 
these hearings for the consideration of such legislation. 

Mr. Chairman, I would like to add that I appreciate the considera- 
tion the committee has shown in other studies in regard to general 
budget and accounting matters. 


BACKGROUND HISTORY 


Because significant events have transpired in connection with the 
subject matter of this bill since its introduction, I believe that it would 
be well to review briefly the background of the bill and bring us up to 
date on the present status of this proposal. 

The report of the second Commission on Organization of the Exe- 
cutive Branch of the Government (Hoover Commission) with 
respect to budget and accounting was transmitted to the Congress by 
Hon. Herbert Hoover, Chairman of the Commission, on June 20, 1955. 

On February 14, 1956, Senator Frederick G. Payne of Maine intro- 
duced in the Senate, on behalf of himself and 21 of his colleagues, 
S. 3199. 

On February 20, 1956, I introduced in the House this bill H. R. 
9402, an exact companion measure to Senator Payne’s bill. It was 
my furpose in introducing this bill to bring before the House for 
serious consideration and discussion this proposal which had al- 
ready been drafted by Senator Payne and which seemed to me to have 
great merit and significance. 

On March 21, 26, and 27, 1956, the Reorganization Subcommittee 
of the Senate Committee on Government Operations, under the chair- 
manship of Hon. John F. Kennedy of Massachusetts, held hearings 
on S. 3199, the companion Senate bill which had been introduced by 
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Senator Payne. At these hearings representatives of the Bureau of 
the Budget, the General Accounting Office, the Department of the 
Treasury, and the Department of Defense testified extensively with 
respect to the views of the executive branch of the Gov ernment con- 
cerning this proposed legislation. 

In addition, Mr. J. Harold Stewart, former Chairman of the Hoover 
Commission’s Task Force on Budget and Accounting, who is scheduled 
to testify before this subcommittee also, presented ‘his views to the 
Senate committee. 

It is my understanding that at the conclusion of those Senate hear- 
ings the Senate subcommittee deferred final hearings and action upon 
the Payne bill until such time as a redrafted version could be aie 
out conforming more closely with the views of the members of the 
Senate subcommittee after having received and considered the testi- 
mony of the preliminary hearings. I have been informed that Sen- 
ate hearings on a redrafted version of the Payne bill have at least 
tentatively been scheduled to reconvene on Monday, June 4, 1956. 

On April 29, 1956, the White House released an exchange of corre- 
spondence between the President and Percival F. Brundage, Director 
of the Bureau of the Budget, revealing that steps had already been 

taken by the Bureau of the Budget and some of the departinents of the 
executive branch of the Government to put into effect administratively 
some of the recommendations of the Hoover Commission with respect 
to budget and accounting. 

(A copy of this exchange of correspondence is attached for the 
information of the subcommittee and for inclusion in the record with 


the permission of the subcommittee. ) 
THE WuiTE Hovwskg, April 29, 1956. 

The White House released today an exchange of correspondence between the 
President and Percival F. Brundage, Director of the Bureau of the Budget, with 
respect to the Hoover Commission recommendations on budget and accounting. 
Steps have already been taken to put part of these recommendations into effect. 

The first recommendation of the Commission report on budget and accounting 
called for an expansion of the Bureau of the Budget in order to make more effec- 
tive the discharge of its managerial and budgeting functions. 

Recommendation No. 10 proposed that there be established under the Director 
of the Bureau of the Budget a new Staff Office of Accounting headed by an As- 
sistant Director for Accounting with power and duties as follows: 

“(a) To develop and promulgate an overall plan for accounting and reporting, 
consistent with broad policies and standards prescribed by the Comptroller Gen- 
eral. These broad policies and standards should continue to be developed in co- 
operation with the executive branch. 

“(b) To expedite, guide, and assist in the introduction of modern accounting 
methods in the executive agencies consistent with the overall plan. 

“(c) To set reasonable but definite time schedules for performance and to 
watch progress. 

“(d) To stimulate the building of competent accounting and auditing organi- 
zations in the executive agencies and to assist actively in the selection, training, 
and retention of capable personnel. 

“(e) To report at least annually to the Budget Director with respect to the 
status of accounting in each of the executive agencies.” 

These recommendations have been accepted 100 percent. Assistant Director 
Percy Rappaport has been placed in charge of a new Staff Office of Accounting 
and, in collaboration with representatives of the General Accounting Office and 
the Treasury Department, will strengthen the joint accounting program in order 
to bring about more rapidly desirable improvements in budget and accounting 
and management generally. Many of the other proposals of the budget and ac- 
counting report are also being adopted at once, and others are being discussed 
with the Congress and the other departments of the executive branch. 
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The letters and accompanying memorandum are attached hereto. 

The President's letter to Mr. Brundage is as follows: 

Deak Mr. BrunpaGeE: I have reviewed your analysis of the Hoover Commis- 
sion’s Report on Budget and Accounting, transmitted with your letter of April 23, 
1956. Your plans for carrying out the Commission’s recommendations represent 
a constructive approach toward realizing the Commission’s objective of strength- 
ening the budget and accounting processes of the Federal Government. 

The Hoover Commission’s report on Federal budgeting and accounting is a 
document of great public significance. I join the citizens of the Nation in thank- 
ing the Commission for this as well as for the other important studies which it 
has made. Moreover, because the formulation and administration of the Federal 
budget are vital responsibilities of the Chief Executive, I am especially and 
personally appreciative of the contribution which Mr. Hoover and his distin- 
guished associates have made in proposing improvements in budget and account- 
ing systems which will enable more effective management and control of the pro- 
grams administered by the executive branch. 

I consider it desirable and necessary that the executive departments and 
agencies intensify their efforts, along the lines indicated in your analysis, to 
establish budget and accounting systems that will provide better financial infor- 
mation and enable both the improvement of our budget presentations and the 
strengthening of our budget controls. In addition, I approve of your plans to 
have the Bureau of the Budget give greater emphasis in its work to the evalua- 
tion and advancement of administration in the executive agencies, as a means of 
more rapidly bringing about improvement in organization and management, in- 
cluding more effective budgeting and accounting practices, throughout the execu- 
tive branch. 

I commend to the Congress its consideration of those Hoover Commission 
budget and accounting proposals which are particularly pertinent to the role 
and functions of the Congress, with the assurance that the executive branch will 
cooperate fully in actions to strengthen the appropriation and financial control 
processes of the legislative branch. 

Sincerely, 
Dwicur D. EISENHOWER. 


Mr. Brundage’s letter to the President is as follows: 


Dear Mr. PrestpentT: The Bureau of the Budget has substantially completed 
its analysis of the recommendations in the Budget and Accounting Report of 
the Commission on Organization of the Executive Branch of the Government 
submitted to the Congress on June 20, 1955. In making that analysis we have 
had helpful comments from the departments and agencies of the executive branch, 
your Advisory Committee on Government Organization, and your personal assist- 
ant for the Hoover Commission studies, Mr. Meyer Kestnbaum. Transmitted 
with this letter is a report setting forth the status of our review and outlining 
the actions that are being taken to carry out many of the Commission’s recom- 
mendations. 

The Commission’s Budget and Accounting Report highlights significant prob- 
lems of financial administration in the Government and sets important and desir- 
able objectives. The Commission is to be commended for its excellent job. 

Many of the recommendations endorse constructive efforts which were started 
following the reports of the first Hoover Commission. The report also supports 
to a marked degree the current efforts of the joint accounting program conducted 
by the General Accounting Office, the Treasury Department, and the Bureau of 
the Budget, with the participation of the executive departments and agencies. 
While approving the objectives of our work, the Commission suggested additional 
emphasis and greater concentration of effort in order to bring about more rapidly 
desirable improvements in budgeting, accounting, and management generally. 

In considering the adoption of the Commission’s proposals, it must be recog- 
nized that they involve the functions and interests of the Congress to a consider- 
able degree because of the constitutional role of the Congress in the creation and 
financing of Government programs. Action in the executive branch to carry out 
some of the Commission’s proposals will require the closest coordination with the 
legislative branch to insure full satisfaction of all of the interests involved. 

With the support which the Commission has given, greater progress can be 
made toward the attainment of many generally accepted objectives. On the re- 
port as a whole, we can assure you that the Bureau’s work on implementation 
will proceed as rapidly as its resources permit. 

Sincerely yours, 


(Signed) Prrcrvau F. Brunpace, Director. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
BUREAU OF THB BUDGET 


ANALYSIS OF THE BUDGET AND ACCOUNTING REPORT OF THE COMMISSION ON 
ORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT 


GENERAL 


The budget and accounting report of the Commission on Organization of the 
Executive Branch of the Government offers constructive proposals for improving 
the financial processes of the Government. Consideration of the recommenda- 
tions in that report by the executive branch has provided an opportunity for the 
reexamination of Many present practices and objectives. It also has led to the 
development of actions for accelerating efforts to provide budget and accounting 
systems that will make a more effective contribution to the management of the 
Federal Government. 

The budget and accounting report includes 25 recommendations pertaining to 
budgeting, accounting, and auditing practices, financial and performance reports, 
financial organization, and related matters. Those recommendations, in general, 
urge additional emphasis and greater concentration of effort on actions to pro- 
vide accounting systems throughout the Government that will produce better 
financial information and on the*improvements in budget presentations and 
controls which better accounting information and systems will make possible. 
The report also proposes expansion of the Bureau of the Budget in order to 
enable the more effective discharge of the Bureau’s managerial and budgeting 
functions, with recognition that the strengthening of the Bureau of the Budget 
has a direct bearing on executive branch leadership toward fulfillment of the 
Commission’s recommendations. 

in setting forth the current status of this analysis by the Bureau of the Budget 
of the several categories of recommendations includea in the Commission’s report 
and outlining the actions that are being taken to carry out many of them, this 
statement makes clear that most of the recommendations or their objectives have 
the endorsement of the executive branch. Full implementation of many of the 
basie recommendations will not be accomplished overnight because, as the Com- 
mission recognized, the changes needed in agency accounting systems are essen- 
tially of a long-range nature, Furthermore, action on a number of the recom- 
mendations is primarily dependent upon acceptance by the Congress. 


BUDGETING 


With respect to Federal budgetary practices, the Commission’s principal reec- 
ommendations call for (@) continued use of performance budgeting, (>) formu- 
lation and administration of agency budgets on a cost basis, (c) appropriations 
based on accrued expenditures, and (@) authorization for limited periods of 
continuing Government programs not susceptible to the usual budget controls. 

Performance budget.—The first Hoover Commission recommended the adoption 
of a performance budget, defining it as a budget based upon functions, activities, 
and projects and contrasting it with former budgets which had focused attention 
mainly upon such things as personal services, supplies, and equipment. The 
second Hoover Commission and its task force both noted that considerable prog- 
ress has been made toward achieving a performance budget and recommended 
further steps to establish such classifications as are necessary to present the 
budget on a performance basis. 

There has been continuous effort for several years to refine budget and account- 
ing classifications in the interest of synchronizing organization structures, budg- 
ets, and accounting systems and to encourage the use of performance budgets 
and reports in ageney operations. We are in full agreement with these sug- 
gestions of the Commission and propose to intensify our efforts to carry them out. 

Agency budgets based on cost.—In recommending a cost basis for agency 
budgets, the Commission wanted these budgets to show the actual and estimated 
costs of goods and services consumed each year in carrying out budgeted pro- 
grams rather than be limited to the actual and estimated obligations that are 
now shown, which take into account but fail to disclose the use of carrvovers of 
inventory and working capital resulting from oblgiations of prior years. Thus, 
agency budgets would more readily enable all concerned to relate budget figures 
for a given year to the cost of work or services performed during that year. 

Cost-type budgeting is now used by Government corporations. A few other 
agencies also present cost-type budgets to the Congress, in instances where the 
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Appropriations Committees have indicated that such presentations are acceptable 
to them. Those include the Atomic Energy Commission and the Bureau of the 
Mint whose accounting systems now produce data on the costs of goods and 
services consumed. A number of other agencies are able to formulate cost-type 
budgets and have submitted their budgets on that basis for review by the Bureau 
of the Budget. 

We agree with the Commission that the installation of accounting systems 
which will produce cost information should be expedited; and, as pointed out 
later in this report, actions are being initiated to strengthen executive branch 
leadership for improvement of accounting, including steps to stimulate and 
assist agencies in establishing such accounting systems. Agency accounting sys- 
tems are not, of course, overhauled overnight, but as soon as accounting systems 
are producing the necessary data on a fully reliable basis, proposals for incor- 
porating cost data in the budget document can and will be made to the Appro- 
priations Committees. 

Appropriations based on accrued expenditures.—The Hoover Commission’s 
recommendation that accrued expenditures be used as a basis for appropriations 
calls for significant changes in present executive branch and congressional prac- 
tices. Appropriations are now made in terms of obligations, with amounts ap- 
propriated serving as a limit on goods and services to be ordered; whereas the 
Commission favored appropriation of amounts covering goods and services to 
be received each year, with supplementary congressional authorization and limi- 
tation for long lead-time programs as required. 

Those agencies able to formulate their budgets on a cost basis now have ac- 
counting systems which furnish, at successive stages of their operations, data 
showing the costs of goods and services ordered, received, and consumed. Such 
agencies can operate on a basis of accrued expenditure appropriations, and other 
agencies will be able to do so as soon as accounting systems which can produce 
information for cost budgeting are installed. 

We believe that a change to appropriations on an accrued expenditure basis 
would be beneficial—in terms of improving management and strengthening budget 
controls of both the executive branch and the Congress. There is, however, con- 
siderable difference of opinion within the Congress and the executive branch both 
as to the advantages and disadvantages of accrued expenditure appropriations 
and as to the methods that would be needed for the financing and control of 
obligations in advance of appropriations, primarily for long-lead-time programs. 
For this reason we urge that the Congress and the executive branch adopt this 
as an objective, recognizing that it will necessarily need to be implemented on an 
evolutionary basis over a considerable period of time. 

The Hoover Commission recognized the long-range character of its recom- 
mendation when it pointed out that “adoption of this proposal will require ad- 
ministrative changes in the Government’s budgeting and accounting procedures, 
particularly in the Department of Defense, and will require education of those 
concerned with the budgetary procedures and the working out of the precise 
mechanics.” “These procedures and mechanics are among the goals of the 
Bureau of the Budget and of the joint accounting program. The number of 
agencies with accounting systems which will furnish the necessary data is in- 
creasing each year as progress is made under the joint accounting program, and 
acceleration of that program should speed the installation of such systems in 
other agencies. With a basic authorization to proceed with accrued expenditure 
appropriations, the executive branch and the Congress will be able to proceed 
more rapidly toward the ultimate objective. 

Limited authorization for continuing programs.—-The Hoover Commission sug- 
gested that legislation committing the Government to continuing programs not 
susceptible to the usual budgetary controls ordinarily be enacted for a limited 
term in order to require periodic congressional reviews of their usefulness, The 
need for periodic review of such programs by the legislative and executive 
branches is recognized, and the Bureau will, as the Commission suggested, con- 
tinue to keep such programs under continuing review, proposing legislative 
amendments whenever necessary to assure their conformity with budget policies. 


ACCOUNTING AND AUDITING PRACTICES 


As already indicated, fulfillment of the Hoover Commission’s recommendations 
for strengthening Federal budgetary practices is largely dependent upon an 
intensification of efforts to install improved accounting systems throughout the 
Government. Significant among the Commission’s recommendations for improv- 
ing accounting and auditing practices is a proposal for acceleration of efforts 
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to install adequate monetary property accounting records and maintenance of 
Government accounts on the accrual basis. The Commission also made pro- 
posals dealing with simplification of allotments, use of a single account in each 
agency for liquidation of obligations and other practices in the settlement of 
claims, relief of accountable officers in certain instances, and the need for exami- 
nation of revolving fund and internal audit practices. 

Accrual accounting—The Commission’s recommendations that Government 
accounting systems be kept on the accrual basis and that adequate monetary 
property accounts be included as an integral part of such systems focused atten- 
tion on the need for a method of accounting which can best assure the develop- 
ment of accurate information on the cost of work or services performed. The 
acerual method of accounting will disclose the value of resources actually applied 
to operations performed during a specified period (which is not true of obligation 
accounts that disclose only the value of goods ordered) and at the same time 
will provide needed information on the value of resources available for future 
operations. 

We are in agreement with the Commission’s proposals. The installation of 
accrual accounting systems has been a major objective of the joint accounting 
program, which has made considerable progress in advancing the installation and 
use of such systems. A sizeable job still remains, but the development of accru- 
al accounting throughout the Government will be given special and increased 
emphasis by the Bureau of the Budget and the joint accounting program. Such 
systems are recognized as essential to the efforts that will be made to carry out 
the Hoover Commission’s proposal for developing budgets on a cost basis. 

Allotment structure.—The goal recommended by the Commission of financing 
each operating unit from a single allotment for each appropriation involved in 
its operations is a desirable one. The simplification of agency allotment structure 
through the establishment of allotments at highest practicable organizational 
levels consistent with management responsibility has been a matter of con- 
tinuing concern, and considerable progress has been made. Further attention 
in a number of agencies is still needed and will be provided. 

Payment of obligations and claims.—The Commission’s proposal that agencies 
consolidate their appropriation accounts at the end of a fiscal year in order 
to reduce the number of accounts from which payments to close out unliquidated 
obligations are made and its recommendation that the agencies rather than 
the General Accounting Office settle claims against lapsed appropriations would 
bring about desirable simplifications. We look with favor upon the Commis- 
sion’s objectives. After several years of work, legislation to accomplish these 
objectives has been developed by staff of the joint accounting program and is now 
being considered by the Congress. 

Liability of accountable officers—The Commission’s recommendation that the 
Comptroller General be authorized to relieve accountable officers of financial 
liability except where losses result from their own negligance or from fraud 
was aimed at eliminating redtape resulting from overcautious practices designed 
to assure compliance with many prohibitory statutes. Legislation on this sub- 
ject, somewhat different from the exact proposal of the Commission, was enacted 
after the Commission’s studies had been completed. This legislation, developed 
by the joint accounting program with our support, is expected, for practical 
purposes, to attain the results sought by the Commission and at the same time 
assure ample protection to both the Government and its accountable officers. 

Review of revolving funds and internal auditing—The review of agency 
revolving funds, proposed by the Commission as a means of assuring that they 
are created and continued only where they will contribute to efficient manage- 
ment, has been and will continue to be carried on as a part of the budget 
process. The Commission’s recommendation that a study be made to determine 
the adequacy of internal auditing in Government agencies will be considered 
for initiation by the joint accounting program. That program has actively 
promoted and assisted agencies in the development of internal audit systems, 
and the General Accounting Office regularly examines agency internal auditing 
practices as a part of its comprehensive audits, The proposed study may pro- 
vide a helpful evaluation of the results being achieved by such systems. 


CENTRAL FINANCIAL AND PERFORMANCE REPORTING 


The Hoover Commission made several recommendations aimed at developing 
and providing more comprehensive reports on both the financial results and the 
performance of Government programs. Its recommendations included proposals 
for increased and continuing emphasis upon the improvement of Treasury’s 
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central fiscal reports, for a special study to eliminate duplicate accounting within 
the Treasury Department and between that Department and other agencies, and 
also for the development by the Bureau of the Budget of governmentwide reports 
on executive branch performance and on the financial results of Government 
operations. 

The improvement of central financial reporting is a major continuing activity 
of the joint accounting program, and work is currently under way on installa- 
tion of a system designed to eliminate duplicate accounts within the Treasury 
Department. A working group of the joint accounting program has also devel- 
oped a new central accounting system, installed last year by the Treasury 
Department, which will enable action to eliminate certain detailed accounts 
in the Treasury Department as soon as agency accounts demonstrate that they 
can supply data needed for essential central financial reports. Intensified efforts 
to improve agency accounting systems will result in the more rapid elimination 
of duplicate accounts in the Treasury Department, thus achieving the objective 
sought by this recommendation of the Commission. 

The proposal that the Bureau of the Budget develop central performance 
reports raises a number of questions on the needs to be served and the specific 
kinds of reports required to meet the purposes underlying the recommendation. 
Our prior experience with performance reports suggests several alternative ap- 
proaches to the Commission’s apparent objectves, which may or may not require 
additions to the reports which are furnished to the President informally through- 
out the year and more formally when the annual budget is being formulated. 
Any additions to such reports should be accomplished with a minimum of new 
demands on the agencies. 

We shall continue our review of these matters, including consultation with 
Treasury officials as appropriate, and will make specific proposals for considera- 
tion at a later date. The development of central reports on the financial! results 
of Government operations would constitute a new function for the Burean, and 
one that would parallel the central fiscal reporting functions of the Treasury 
Department. 


FINANCIAL ORGANIZATION 


The Hoover Commission’s Budget and Accounting Report proposed the estab- 
lishment of comptroller organizations in the principal agencies and recommended 
that the Bureau of the Budget establish an Office of Accounting that would 
include among its duties the rendering of assistance to agency comptrollers. 

The proposal for agency comptrollers, if interpreted to mean the imposition 
of a fixed pattern of organization upon all agencies, would conflict with the 
guiding principles of organization which were laid down by the first Hoover 
Commission and which have since won wide acceptance in both the executive 
branch and the Congress. In order that agency heads may be held accountable 
for agency operations, they must have authority to control the internal organi- 
zation of their agencies. We believe that there should be effective coordination 
of agency budget and accounting functions but that the principle of agency head 
accountability should be maintained and the imposition of a fixed pattern of 
organization on all agencies should be avoided. We do not believe that the 
Commission intended that a comptrollership organization such as it described 
should be made mandatory for all agencies, either by a statutory or Presidential 
mandate, but rather that the Commission was directing its recommendation to 
the responsible heads of the agencies for their consideration. 

The recommendations regarding the accounting organization and functions of 
the Bureau of the Budget were designed to strengthen the Bureau’s role in the 
improvement of Government accounting. Until recently the Bureau of the 
Budget had a small accounting group in the Office of Management and Organ- 
ization, the staff of which acted as the Bureau’s representatives in the joint 
accounting program. We agree that the executive branch should assume greater 
leadership in the accounting field and believe this would be an important factor 
in improving coordination of budgeting and accounting in the Government. We 
also concur that the Bureau’s capacity to assist agencies in improving their 
facilities for financial management should be further developed. As a first 
step toward these objectives, an Assistant Director of the Bureau of the 
Budget with many years of experience in public accounting practice has been 
given the job of developing and supervising an expanded accounting program 
for the Bureau and of providing leadership on behalf of the Bureau in increasing 
the impetus to accounting reforms throughout the Government. 
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STRENGTHENING THE MANAGERIAL AND BUDGETING FUNCTIONS OF THE 
BUREAU OF THE BUDGET 


The first recommendation in the Hoover Commission’s Budget and Account- 
ing Report proposed that the managerial and budgeting functions of the Bureau 
of the Budget be strengthened and made more effective. In this connection, it 
suggested that, if necessary, increased resources should be provided for the 
Bureau and that some of the Bureau’s staff should be physically located through- 
out the year in the offices of the major agencies. 

The Commission’s proposal for expansion and strengthening of the Bureau 
of the Budget is one of major importance to other objectives of the Commission. 
It has a direct bearing on how fast and how weil the executive branch carries 
out many of the recommendations cited above and, in addition, governs the 
ability of the Bureau to take appropriate action on recommendations contained 
in other reports of the Commission—notably those dealing with paperwork man- 
agement and general services matters. The resources currently available in 
the Bureau do not permit a satisfactory level of accomplishment in its presently 
assigned functions, much less permitting the expansion called for by the Com- 
mission. 

The suggestion that Bureau personnel be located in the major agencies must 
be evaluated in terms of its impact upon Bureau-agency relationships. For 
best results, the Bureau has found that relationships with the agencies must 
be based on cooperation and mutual understanding of the basic factors under- 
lying the submission and presentation of agency budgets. Because most agen- 
cies believe that the placement of Bureau staff in the agencies would result in a 
diffusion of agency budget and management responsibilities, adoption of the 
proposal probably would not contribute to better or more effective relationships 
between the Bureau and the agencies. Limited attempts which the Bureau 
has made in the past toward the type of arrangement proposed have met with 
little success. 

We believe that the objective sought by the Commission will be achieved if 
the Bureau’s staff is enlarged and if measures are invoked to increase substan- 
tially the proportion of staff time spent in on-site reviews of agency operations. 
There has been a steady reduction in the staff of the Bureau for the past 7 or 8 
years in the face of a very great increase in work. As one of the results of those 
conflicting trends the Bureau’s staff members have been forced to do more and 
more of their work behind their desks, with many undesirable results. It is our 
firm intention to take all possible measures to bring Bureau staff into closer 
contact with agency operations and employees and thus to correct the undesirable 
situation that has developed. 

The steady reduction in the size of the Bureau’s staff has been felt in all of 
the Bureau’s activities, but its most adverse effects have been upon the m: anage- 
ment functions assigned to the Bureau by the Budget and Accounting Act of 
1921, the Budget and Accounting Procedures Act of 1950, and several Executive 
orders. The Commission suggested that the Bureau’s job of reviewing and pro- 
moting improved management and organization throughout the executive agen- 
cies should be strengthened. We are in agreement with that suggestion and fully 
recognize how important it is that the Bureau of the Budget provide, on behalf 
of the President, continuing attention to the evaluation, development, and pro- 
motion of improved organization, coordination, and management in the executive 
branch. 

Additional staff resources for the Bureau will be needed to enable the Bureau 
to put additional emphasis on its management functions, including the improve- 
ment of executive branch budgeting and accounting methods and procedures. 
Favorable action by the Congress on a proposal by the President for enlarge- 
ment of the Bureau’s staff will enable the Bureau to provide greater help to the 
President by extending his leadership in improvement of Federal administration 
and in obtaining better and more economical performance of Government 
programs. 


Mr. Liescoms. On May 10, 1956, the President, in a special message 
to the Congress, urged that the Congress seek the early enactment of 
appropriate legislative provisions to support the major objectives of 
the Hoover Commission’s recommendations on budget and accounting. 
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In this message the President reviewed briefly the administrative 
action already taken, and said: 


The actions being taken by the executive branch to put many of the Com- 
mission’s proposals into effect will require close coordination with the legislative 
branch and merit the support which the Congress should and can provide. I 
urge that the Congress seek the early enactment of appropriate legislative pro- 
visions to support the main objectives of the Commission’s recommendations. 


(A copy of the President’s message is attached for inclusion in the 
record with the permission of the subcommittee. ) 
(The document referred to is as follows:) 


{H. Doe. No. 401, 84th Cong., 2d sess. ] 


FEDERAL BUDGETING AND ACCOUNTING PRACTICES BY THE COMMISSION ON ORGAN- 
IZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT 


Message from the President of the United Statics transmitting recommendations 
relative to a report on Federal budgeting d accounting practices by the 
Commission on Organization of the Executive Branch of the Government 


To the Congress of the United States: 


The Commission on Organization of the Executive Branch of the Government, 
headed by former President Herbert Hoover, has set important and desirable 
objectives for the improvement of Federal administration and for providing more 
effective methods in the financing and control of Government services. Coopera- 
tive action on the part of the legislative and executive branches is required in 
order to bring about more rapidly the fulfillment of those objectives. 

The Commission’s report on Federal budgeting and accounting practices is an 
important contribution toward the attainment of more effective and economical 
governmental services. It includes significant recommendations showing how 
the Federal Government can bring about improvements in budgeting, accounting, 
and management practices generally. Because these recommendations pertain 
to vital responsibilities of the Chief Executive, I am especially and pesronally 
appreciative of the contribution which Mr. Hoover and his distinguished asso- 
ciates have made. 

These recommendations of the Commission have been studied extensively by 
the executive branch with a view toward identifying all possible actions that 
can be taken to strengthen the administration of the executive agencies. I have 
already approved plans developed by the Director of the Bureau of the Budget 
to intensify efforts of the executive branch toward that objective. These plans 
include actions to accelerate the establishment and use of modern accounting 
methods and improved budget presentations and controls. I consider it desirable 
and necessary that the executive departments and agencies actively and fully 
participate in carrying out these plans. 

The actions being taken by the executive branch to put many of the Commis- 
sion’s proposals into effect will require close coordination with the legislative 
branch and merit the support which the Congress should and can provide. I 
urge that the Congress seek the early enactment of appropriate legislative provi- 
sions to support the major objectives of the Commission’s recommendations. 

The initial recommendation of the Commission’s report on budget and account- 
ing calls for the strengthening of the management review and budgeting functions 
of the Bureau of the Budget. This is of signal importance to the attainment 
of the Commission’s objectives in this field. It has a direct bearing on how fast 
and how well the executive branch carries out the plans which I have approved. 
Because the resources of the Bureau of the Budget must be increased if it is to 
provide, on my behalf, strengthened leadership in the improvement of executive 
branch budgeting, accounting, and other management practices, I am proposing 
to the Congress a supplemental appropriation to permit an expansion of the 
Bureau’s staff for this purpose. 

Today’s Government demands the use of the best and most economical methods 
that can be devised. 'To that end, we should take full advantage of the construc- 
tive proposals put forth by Mr. Hoover and his able associates. 


DwiautT D. EIseENHOWER. 
THE WHITE House, May 10, 1956. 
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SUBSTANTIVE ASPECTS OF THE BILL 


Mr. Lirscoms. Since the passage of the Budget and Accounting Act 
of 1921, much has been said and written about the Federal budget 
process. In the 35 years since the adoption of that act a great deal 
of progress has been made in improving Federal fiscal procedures. 

If the size and nature of the Federal Government had remained 
at the 1921 level, today’s budget processes would probably be ade- 

uate. But today the size and complexity of the operations of the 
Corhentandiit have grown manyfold since 1921, and the annual budget 
of some $60 billion in an amount undreamed of in 1921. 

That the present fiscal system has serious shortcomings is rather 
unanimously agreed by all authorities in the field. As to agreement 
on particular shortcomings there is not so much unanimity, and with 
regard to possible correc tive measures there is reasonable : agreement 
on certain approaches and some disagreement on others. 

The decade since the end of World War IT has seen a growing de- 
mand for modernization of the budget process, and some progress has 
been made such as the Government Corporation Control Act of 1945, 
which placed the operations and accounting of Government corpora- 
tions on a business type system; the 1949 amendment to title IV of 
the National Security Act of 1947, which provided for performance 
budgeting in the Department of Defense; and the Budget and Ac- 
counting Procedures Act of 1950, which carried out some of the 
recommendations of the first Hoover Commission, and took some major 
steps toward revitalizing the budget process. 

Despite the fact that the record shows considerable progress, we 
still have a long way to go. There have been many proposals made 
which would purport to improve our fiscal system, with each receiv- 
ing varying degrees of support from fiscal experts, both in and out of 
the Government. 

Naturally some have more merit than others. On several of the 
major proposals there is substantial agreement on the general plan, 
but serious disagreement on the manner of implementation. A great 
many of these proposals, most of which appear to have merit in the 
long run, are in the field of procedural changes such as the proposals 
for an omnibus appropriation bill coupled with the item veto, and 
changes in the organizational structure of Congress to provide 
for more coordinated consideration of appropriation and revenue 
measures. 

In addition, there are many other recommendations worthy of the 
most careful consideration as long-range methods of improving the 
fiscal performance of our Government as a whole. 

There is probably no panacea for all of our problems 'in the area 
of fiscal performance and responsibility, but there certainly must be 
a logical starting point, and only by starting at the proper place 
can we a to achieve the goals toward which all of us believe we 
should work 

It would seem that the starting point is the development of sound, 
accurate, meaningful, useful fiscal data which could be generated 
from an adequate and efficient budget and accounting system. Until 
we put the fiscal operations of the Government on such a system, 
all the desirable procedural changes in the world will have only 
minimum effectiveness. 
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It would seem that the budget and accounting recommendations of 
the second Hoover Commission in its 1955 report to the Congress on 
budget and accounting provide one of the best comprehensive feasible 
approaches to the problem. The omnibus bill drafted and introduced 
by Senator Payne in the Senate, and which I introduced in the House, 
was intended to be a single omnibus bill including all of the Hoover 
Commission’s recommendations on budget and accounting that ap- 
peared to be feasible to adopt at this time. 

Those recommendations of the Commission which would be adopted 
by the bill are set forth in the sectional aalysis of the bill which is 
attached for the information of the subcommittee and for inclusion 
in the record with the permission of the subcommittee. 

(The document referred to is as follows :) 


SECTIONAL ANALYSIS OF LipscoMB BILL, H. R. 9402, To IMPROVE GOVERNMENTAL 
BUDGETING AND ACCOUNTING METHODS 


SECTION 1 (A) 


This section was designed to directly implement recommendation No. 22 of 
the Hoover Commission Budget and Accounting Report. The Commission did 
not specify the period comprehensive financial reports should cover, but it seemed 
reasonable that they should be on a fiscal-year basis. However, it also seemed 
desirable to give the Director of the Bureau of the Budget some discretion, since 
experience might well prove that such reports would be of more value if based 
on shorter periods. 

Hoover Commission recommendation No. 22 is as follows: 


Recommendation No. 22 


“That the Congress consider amending the Budget and Accounting Procedures 
Act of 1950 to make the Bureau of the Budget responsible for developing com- 
prehensive reports (other than purely fiscal reports) showing the financial results 
of the activities of the Government as a whole and of its major component 
activities.” 

SECTION 1 (B) 


This section was intended to carry out Hoover Commission recommendations 
Nos. 2, 3, 4, and 6. Basically, it would require the use of cost-based budgets by 
all the agencies, for all management purposes. With regard to the requirement 
of quarterly reports to agency heads by subordinate units, the Hoover Commis- 
sion made no direct recommendation. However, in line with the objective of 
improving the fiscal management function, such reports seemed desirable, and 
also it was thought that they would form the basis of the annual report the 
agency head is required to submit to the Bureau. 

Hoover Commission recommendations Nos. 2, 3, 4, and 6 are as follows: 


Recommendation No. 2 

“That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies’ reports and other 
available information, the Bureau should prepare for the President an annual 
report on performance for the executive branch as a whole.” 
Recommendation No. 3 

“That, for management purposes, cost-based operating budgets be used to 


determine fund allocations within the agencies, such budgets to be supplemented 
by periodic reports on performance.” 


Recommendation No. 4 


“That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accom- 
plishments, and by a review of performance by organizational units where these 
do not coincide with performance budget classifications.” 


Recommendation No. 6 


“That executive agency budgets be formulated and administered on a cost 
basis.” 
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SECTION 1 (C) 


This section was intended to put into effect recommendation No. 1. This, in 
particular, is one of the provisions that could be handled administratively. It 
would piace employees of the Bureau in the executive agencies to help carry out 
the Bureau’s managerial functions by maintaining a continuous review of budget 
preparation and administration. It was believed that this measure would be a 
major factor in achieving sound budget and accounting methods and would aid in 
deveioping some degree of uniformity in this field. The provision limiting the 
Tureau to not more than two persons for each principal subdivision of an agency 
was designed to place some initial limit on the number of personnel so employed. 
It may be found later that a different limiting number would be better. It is 
hoped that this problem will be carefully explored by the committee in studying 
this bill. 

Hoover Commission recommendation No. 1 is as follows: 


Recommendation No. 1 


“(a) That the Bureau of the Budget expand and make more effective the dis- 
charge of its managerial and budgeting functions ; 

“(b) That in order to do this, among other things, it should place in important 
agencies one or more well-qualified employees whose duties should inelude con- 
tinuous year-round review, at the site of the agency, of agency budget prepara- 
tion and administration and other facets of the Bureau’s managerial responsibili- 
ties; and 

“(c) If necessary, the Congress should increase the resources of the Bureau 
of the Budget for that purpose.” 


SECTION 2 (A) 


This provision simply states legislatively recommendation No. 5 of the Hoover 
Commission, which is as follows: 


Recommendation No. 5 


“That the agencies take further steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems.” 


SECTION 2 (RB) 


This section was designed to carry out recommendations Nos. 14 and 16. This 
provision is a natural corollary of cost-based budgeting. In practice it would 
mean that it would be possible for management to determine at any given time 
its fiscal status. Monetary property accounting is essential to determine with 
any degree of accuracy the fiscal status of an agency, either for management 
purposes or for the Congress. 

Hoover Commission recommendations Nos. 14 and 16 are as follows: 


Recommendation No. 14 


“That the Government accounts be kept on the accrual basis to show currently, 
completely, and clearly, all resources and liabilities, and the costs of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting.” 


Recommendation No. 16 


“That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of the accounting systems.” 


SECTION 2 (C) 


This section would put recommendations Nos. 10, 11, and 12 of the Hoover Com- 
mission into effect. First it would establish a Staff Office of Accounting in the 
Bureau of the Budget headed by an Assistant Director and lists his duties. It 
is realized that there are valid objections to legislating an administration organ- 
ization. Furthermore, the Bureau of the Budget has already announced admin- 
istrative action to implement to some degree these recommendations. On the 
other hand there is a clearly demonstrated need for improvement in accounting 
and it would seem, in view of congressional control of the purse, entirely proper 
for Congress to take this type of action. As the systems contemplated in this 
bill were tested with experience, there would be nothing to prevent the Director 
of the Bureau from recommending changes. Recommendation No. 12 is covered 
in the duties of the Assistant Director. 
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The second part of the section would create the position of Comptroller in each 
agency and generally outlines his duties. Actually almost every agency has a 
position that in some respects corresponds to a Comptroller, but there is wide 
variation in the powers and duties of these positions in the various agencies. In 
the interest of promoting improved fiscal performance it was believed that much 
might be achieved through the clear delineation of the major functions of an 
agency comptroller. 

Hoover Commission recommendations Nos. 10, 11, and 12 are as follows: 


Recommendation No. 10 


“That there be established under the Director of the Bureau of the Budget a 
new Staff Office of Accounting headed by an Assistant Director for Accounting, 
with powers and duties as follows: 

“(a) To develop and promulgate an overall plan for accounting and report- 
ing, consistent with broad policies and standards prescribed by the Comp- 
troller General. These broad policies and standards should continue to be 
developed in cooperation with the executive branch. 

“(b) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

“(c) To set reasonable but definite time schedules for performance and to 
watch progress. 

“(d) To stimulate the building of competent accounting and auditing or- 
ganizations in the executive agencies and to assist actively in the selection, 
training, and retention of capable personnel. 

“(e) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencies.” 


Recommendation No. 11 


“That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

“(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity with 
the provisions of the Budget and Accounting Procedures Act of 1950. 

“(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

“(ce) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the 
Congress and other executive departments or agencies. 

“(d) To interpret and advise upon significant aspects of the financial 
reports. 

“(e) To direct the preparation and review execution of budgets prepared 
at operating levels for the information of top management which is respon- 
sible for budget policies.” ‘- 


Recommendation No. 12 


“That the selection of agency comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, training, 
and retention of capable personnel be an important phase of the guidance and help 
to be given by the Assistant Director for Accounting in the Bureau of the Budget.” 


SECTION 3 


This section relates to recommendation No. 13 of the Hoover Commission. 
Since this provision would take some time to implement and depends on the 
installation of adequate accounting systems as well as determining just what are 
operating units in the various agencies, the bill states this objective as congres- 
sional policy. 

Hoover Commission recommendation No, 13 reads as follows: 


Recommendation No. 18 


“That the allotment system be greatly simplified. As an objective each oper- 
ating unit should be financed from a single allotment for each appropriation 
involved in its operation.” 

SECTION 4 


This section is a direct statement of recommendation No. 17 of the Hoover 
Commission. The maintenance of multiple accounts is one of the greatest deter- 
rents to sound financial accounting. 
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Hoover Commission recommendation No. 17 reads as follows: 
Recommendation No. 17 


“That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations.” 


SECTION 5 


This section would carry out recommendations Nos. 20 and 25 of the Hoover 
Commission. As a matter of fact the Bureau of the Budget and the General 
Accounting Office have already done considerable work along these lines in the 
past and probably would continue to do so. However, it seemed desirable to 
include these recommendations in the bill, since there was nothing to be lost 
thereby, and a congressionally authorized study was believed to have more 
effect than an unofficial one. 


Hoover Commission recommendations Nos. 20 and 25 are as follows: 
Recommendation No. 20 

“That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate (a) duplicate accounts within the 
Treasury Department, and (b) duplicate accounting as between the Treasury 
Department and the various departments and agencies.” 

Recommendation No. 25 

“That the Bureau of the Budget and the General Accounting Office be requested 
to make an intensive study to determine the adequacy of internal auditing in 
Government agencies and what steps should be taken to improve it.” 

Mr. Lirscoms. I strongly urge the enactment of H. R. 9402 or a 
comparable version of a revised bill because I believe it will make 
possible more effective congressional control over Government expendi- 
tures. It does this by providing for cost-based accounting and cost- 
based budgeting throughout the Government. 

Section 1 (b) of this bill provides that cost-based budgets shall be 
used by all departments and agencies. It goes on to provide that all 
departments and agencies shall submit performance reports to the 
Bureau of the Budget. These reports would be important documents 
in making significant the cost-based performance budgets developed by 
the agencies. 

Section 2 (b) provides that the accounts of each agency shall be 
kept on an accrual basis to show the actual cost of operation. This 
would facilitate the preparation of cost-based budgets. 

The General Accounting Office, in its comments on H. R. 9402, points 
out that the primary advantage of budgeting on a cost basis to both 
management officials in the agencies and the Congress is that total 
resources to be used (on hand, on order, and to be procured) are 
reviewed, rather than limiting the budget review processes to primary 
consideration of the programs and projects for which new appropria- 
tions are being requested. 

In terms of numbers of activities or appropriations, there is a rel- 
atively close relationship between obligations, expenditures, and costs 
in those many operations primarily concerned with personal services. 
On the other hand, dollarwise, the greatest significance should be at- 
tached to those appropriations relatively few in number but which 
provide for operations involving vast quantities of materials and 
physical assets representing the major portion of Government expen- 
ditures. Major procurement, construction, and research and develop- 
ment ordinarily fall in this latter category of major expenditures, 
and it is in these areas that budgeting on a cost basis would produce 
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major savings, although the adoption of cost-based budgeting would 
improve financial management in many other areas also, 

Section 2 (c) provides for the creation in the Bureau of the Budget 
of a Staff Office of Accounting. This agency, with the cooperation of 
the Department of the Treasury and the General Acctunting Office, 
would assist the operating departments and agencies in the develop- 
ment of adequate accounting systems to meet the objectives of this 
bill. The subcommittee will, no doubt, wish to consider the adequacy 
of comparable administrative measures already announced to have 
been fakin by the Bureau of the Budget in this respect. 

Section 2 (c) would also create the position of Comptroller in each 
agency and generally outlines his duties. Actually almost every 
agency has a position that in some respects corresponds to a comp- 
troller, but there is a wide variation in the powers and duties of these 
positions in the various agencies. In the interest of promoting im- 
proved fiscal performance it was believed that much might be achieved 
through the clear delineation of the major functions of an agency 
comptroller. 

The Congress by enactment of the Budget and Accounting Proce- 
dures Act of 1950 took a significant step forward in providing for the 
use of program or performance budgets by the executive agencies of 
the Government. The objective of this law was to have the Govern- 
ment departments show how they intended to spend their money on 
the basis of the major programs that the agencies carry out. To make 
such a budget effective and meaningful, Government accounts must 
be kept on a cost basis and not merely on an obligation basis. The 
agencies must be able to tell what a given program has cost in a given 
fiscal year, and not merely how much appropriated funds have been 
spent in a given fiscal year. Only with adequate accrual cost-based 
accounts can a budget be developed that will show how much a given 
program is likely to cost in a given fiscal year. Thus the enactment 
of this bill, in my opinion, is a necessary step to make thoroughly effec- 
tive the Budget and Accounting Procedures Act of 1950. 

If the Congress, made up of the chosen representatives of the Amer- 
ican people is to exercise any constitutional degree of effective control 
over the executive branch, it must be ina position to control the amount 
of money to be expended by it. Effective control over the purse is 
one of the most important devices available to Congress for protect- 
ing the American people from the potentiality of irresponsible 
expenditures. 


OMITTED HOOVER COMMISSION RECOMMENDATIONS 


A few of the Hoover Commision’s recommendations for budget and 
accounting were omitted from H. R. 9402 for various reasons. 

The most obvious recommendation which is not implemented in 
the bill is recommendation No. 7 which would put the executive budget 
and congressional ap * riations in terms of annual accrued expendi- 
tures. It was thought that this would require changing the present 
manner of handling ee lead-time programs, such as major procure- 
ment and construction contracts, primarily in the Department of 
Defense, and that enactment of such a measure would necessarily be 
better deferred until development of a basic foundation and adequate 
accounting and an ability to program effectively. In this connection, 
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however, the subcommittee will no doubt be interested in the views 
of the General Accounting Office as expressed in their comment on 
the bill wherein the Comptroller General states the office’s opinion 
that the accrued expenditure provision should also be incorporated in 
such legislation. Inclusion of such an amendment would, apparently, 
also make necessary the provision of general authority for agencies 
to contract for programs that require several years to complete. 

One or two other recommendations were omitted because they were 
considered to require the development of adequate systems before they 
would have any effect. 

Hoover Commission recommendation No. 8 relating to limitations 
upon legislation committing the Government to continuing expendi- 
tures for special programs which are not susceptible to the usual 
budgetary control was omitted because, other than as a hopeful state- 
ment of policy, no measures short of constitutional amendment could 
effectively bind future Congresses to such a policy. 

Hoover Commission recommendation No. 18 which would relieve 
the General Accounting Office of the need to approve claims on lapsed 
appropriations, was omitted because of the pendency of such legis- 
lation before the Congress. 

Hoover Commission recommendation No. 19 which would allow the 
Comptroller General to relieve accountable officers of financial liability 
except where losses result from gross negligence or fraud was omitted 
because it was felt that the present provisions of Public Law 365, 
84th Congress, considered and reported as H. R. 7034 by this com- 
mittee last year, are adequate to provide relief of the nature intended. 


CONCLUSION 


In view of the need for improved fiscal performance, the savings 
in the cost of operation of the Government to be realized through ef- 
ficient financial management, and the need to put the Federal budget 
on a basis so that Congress can more intelligently make the important 
policy determinations as to the extent and scope of Federal programs, 
I strongly urge that the committee take favorable action on H. R. 
9402 at the earliest practicable date, after making such amendments 
as it deems necessary so that the Congress in this session will be able 
to take positive action in this field of financial management, which is 
of such prime importance to every citizen. 

Until steps such as those included in this bill are taken, the Con- 
gress will continue to encounter great difficulty, due to inadequate 
factual information, both in attempting to properly analyze the budg- 
et itself and in considering the appropriation bills covering the pro- 
jected operations of the many departments and agencies of our Gov- 
ernment. 

I believe that favorable committee action upon this type of legis- 
lation would be a logical and necessary step to further the objectives of 
the Budget and Accounting Procedures Act of 1950 which this com- 
mittee was so instrumental in bringing into being. 

I wish to thank and commend Chairman Dawson and the members 
of this subcommittee for the interest and concern you are showing in 
the consideration of this type of legislation. 

Chairman Dawson. Mr. Jonas? 
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Mr. Jonas. That is a very fine statement, and I am very glad to 
have had the opportunity of hearing it. I don’t know, Mr. Chair- 
man, whether I am familiar enough with the bill and with its ob- 
jectives to ask any pertinent questions. 

I would prefer to defer any questions I might have until a later 
time until I have a chance to study it a little more in detail. 

Would you elaborate however just a bit informally there on what 
is involved in cost-based budgets ¢ 

Mr. Lirscoms. Mr. Jonas, on the cost-based budget basis each 
agency and department would show exactly what they have spent in a 
certain fiscal year prior to the presentation of their budget for the next 
fiscal year. . 

They would show actual expenses and actual accruals, that is for 
things that they are preparing to buy, for the next fiscal year, so 
when Congress looks at that particular item, they can show exactly 
what they expect the cost tobe. That is in terms of services, materials, 
supplies. 

Mr. Jonas. The advantage would lie in the fact that the Appro- 
priations Committee would have before it and therefore Congress 
in turn would have before it the complete picture, not only of appro- 
priation requests for the new year but the entire costs of the program ? 

Mr. Lirescoms. That is right, and not only future estimated costs but 
also what they did in the past on a specific subject. A few agencies 
in Government at the present time are doing this. Such as the Atomic 
Energy Commission, the Bureau of the Mint, and some of the Govern- 
ment corporations are already doing this. 

But that has not been general throughout the Government. 

Mr. Chairman, with your permission I would like to sit through- 
out these hearings and I will be glad to answer any questions that I 
can at a later time. 

Chairman Dawson. We would welcome the opportunity to have you 
sit with us during the time they are testifying and ask some questions 
which you think are indicated to enlighten the subcommittee on the 
matters before us. 

Have you finished, Mr. Jonas? 

Mr. Jonas. Did you contemplate that Mr. Lipscomb remain here 
in the committee that he might have the privilege of asking questions 
too? Ithink that would be a good idea. 

Chairman Dawson. Certainly. 

Mr. Lirscoms. I also left with the committee three documents that 
I mentioned in my statement to be included in the record. 

Chairman Dawson. Without objection your request will be granted. 

On page 5 of your statement, section 2 would also create the position 
of comptroller in each agency and generally outline his duties. This 
will create how many new positions in your judgment? 

Mr. Lirscoms. Mr. Chairman, I can’t answer that question. I do 
not know. Perhaps one of the department officials that are here can. 
I believe, in reference to that particular section, that the committee 
will want to do quite a bit of research. I am not at this time com- 
pletely convinced that we want to do it that way, but I think that 
throughout the hearings of this committee you can get adequate facts 
on that particular subject. 

Chairman Dawson. Are you of the opinion that these comptrollers 
should be men who have been trained in public accounting? 
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Mr. Lipscoms. I believe they should have a well-defined background 
in accounting and also should ‘have some familiarity with government 
accounting. 

It appears to me that there is a great deal of difference between 
industry accounting and government accounting, and I think the 
background should include some governmental accounting. 

The bill specifies that the Bureau of the Budget should help the 
agencies determine qualifications for these people and also help in 
their selection. I believe that is another item that we should ok 
into carefully as the bill progresses. I am convinced that we need 
people with good bac kground, good knowledge of accounting and 
also having an interest in the job. 

Chairman Dawson. Mr. Jonas? 

Mr. Jonas. Do you contemplate entirely new positions? Most 
agencies, as you have stated, have positions in some specialty which 
correspond to a comptroller. Most of the agencies call that official 
the “fiscal officer.” 

Mr. Lirescoms. That is right. 

Mr. Jonas. Do you contemplate a& new position or a reassignment 
or redefinition of duties? Wouldn’t it be the fiscal officer in most 
of these agencies who serves the same capacity as the comptroller ? 

Mr. Larscoms. Yes; the name I believe is the unimportant thing 
at the time, whether they are called fiscal officer or chief accountant 
or comptroller, that is unimportant. 

Mr. Jonas. You don’t necessarily contemplate the creating of a new 
position in each agency then ? 

Mr. Lipscoms. I believe 

Mr. Jonas. I mean a new person. 

Mr. Lirscomr. I believe under the bill that perhaps that would be 
the outcome. However, some agencies today have a comptroller, such 
as the General Services Administration. But I believe that this bill 
indicates that he needs more responsibilities and more direct liaison 
with the chief or secretary or the head of the agency, and also sets 
out more specific duties and requirements for that pi wrticular position. 

Mr. Jonas. I know from my service on the Independent Offices Sub- 
committee of the Appropriations Committee in the 83d Congress, we 
had 44 separate Government agencies that came before our “ subeom- 
mittee. 

They ranged in importance from the Atomic Energy Commission 
we had General Services, TVA, Veterans’ Administration, and Battle 
Monuments Commission. 

Every one of those agencies had what I would loosely call a comp- 
troller. They may not call him on their chart a comptroller but they 
had a fiseal officer. I just was wondering whether it is your idea in 
this bill that an additional person should be engaged by each of these 
agencies in addition to the redesignation of title? 

Mr. Lipvscome. If the internal management and the present per- 
formance of the job as fiscal agent or whatever the title is, is not 
sufficient to fulfill the objectives of this bill, I think a new position 

should be created. 

If the position now exists and the objectives of this bill can be 
put into effect under the existing position, that would be snffic ‘ient. 
But it is my opinion—and I don’t mean to be critical of all agencies 
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throughout Government—that not enough emphasis has been put on 
adequate and informative accounting records in the agencies, and that 
the Government as a whole has shown a lack of initiative and interest 
in such a subject, although a great deal is now being done in this 
respect and a lot of people are working hard in trying to do it. 

hairman Dawson. A comptroller, in order to comply with the 
requirements of this bill, ought to have some knowledge of accounting, 
and so forth. 

Mr, Larscome. I think that you will find that people in these posi- 
tions throughout Government have a knowledge of the accounting in 
their agencies. 

Maybe the head of the agency or others have not put enough em- 
phasis upon or have not shown enough interest in the work that the 
man is doing. 

Chairman Dawson. The thing that is interesting to me is if this is 
oing to demand quite a few persons with the type of salaries that the 
yovernment pays its employees and with the demand for public ac- 

countants by industry, I don’t see how we will get capable men to do 
the work. 

Mr. Lirscoms. Mr. Chairman, that is one of the big troubles within 
our Government today, that we do not recognize the necessity for 
adequate salaries for topnotch professional people. And I can speak 
from personal knowledge only in the accounting field, but it is prac- 
tically impossible for Government agencies to get the type of people 
they need in top professional accounting jobs at the salaries that we 
can pay in Government. 

The accounting firms and private industry can offer them much 
more. And here we have the biggest business in the world where 
finances are vitally important, and yet we can’t pay enough to get 
adequate records. 

And then Congress is asked to evaluate the records that came up 
and appropriate for the next year, and the budget justifications are 
just insufficient for us to do the job that our people sent us here to do. 

Until we recognize that we must take a look at these professional 
salaries in all fields—engineering, accounting, doctors, and the rest— 
aid pie going to continue to get less efficient people than we really 
need. 

Chirman Dawson. Are you of the opinion that if your system is 
put into effect, the savings that will be made under it will justify the 
employment of topnotch men at good salaries ? 

Mr. Lirscome. Yes, sir, that has been said and there has been a figure 
used. It was used by the Hoover Commission Task Force——it has been 
estimated by the task force that if these recommendations were put 
into effect we could realize savings of approximately $4 billion an- 
nually. It is a figure that you can’t put your finger on. 

Chairman Dawson. Four billion? 

Mr. Lirscoms. Four billion. It1is a figure you can’t put your finger 
on, and nobody can analyze it because it is in a field where you can’t 
put it right down on paper. But I am convinced that good account- 
ing procedures and good information resulting from such procedures 
would produce great savings to the people, more than we will spend 
in puemne ea program into effect. 

hairman Dawson. Mr. Henderson? 
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Mr. Henperson. I take it from what you say then that you don’t 

have any specific information to support the $4 billion figure? 
’ Mr. Lapscoms. No, sir; I don’t believe anyone can adequately to 
your satisfaction justify the $4 billion figure. As I said, it is one of 
those things that 1s intangible. But I believe that without exception 
people recognize and will state that this particular type of legislation 
will result in a great saving to the Government. 

Mr. Henverson. If the new procedure which you suggest is in- 
stalled, will it change the present method of appropriation on the basis 
of obligational authority ? 

Mr. Lipscoms. Yes; it could well lead to that eventually. 

Mr. Henpverson. Would you suggest why that present system has 
continued so long in the Government ? 

Mr. Lipscoms. I can’t tell you why that has remained so long. 

Mr. Henpverson. As over against a cost-based system ? 

Mr. Lrrscoms. In some parts of Government, in the smaller agen- 
cies there would be work in the field of services and supply. They are 
very close to a cost basis now because it is in the field whee they have 
long lead time contracts or other programs that cost-based systems 
have been made practical. 

I think there has been a great reluctance or the part of some agencies 
to change because they are satisfied with what they are doing and 
have not kept up with adequate and modern accounting principles. 

And then again I think Congress is partly to blame or at fault for 
not looking at this problem more objectively. Again, things have 
been going along all right and therefore we have not been willing to 
recognize that we are behind in our ways. That is probably why it 
has not been put into effect. As I understand it, there was a move to 
go into a performance or program budget, but we were not ready for 
it at that time and therefore that came in for a lot of criticism. 

We have to do the groundwork and spadework first before we get 
thoroughly into the program and performance budgeting. 

Chairman Dawson. Mr. Pincus? 

Mr. Pincus. I have one or two questions on the bill for clarification. 
In section 1 (a) there is a provision about certain types of reports 
that carry out one of the recommendations of the Hoover Commission, 
and I think it is a provision that is common to several of the bills 
before the committee, Mr. Chairman. 

My question was whether Mr. Lipscomb could tell us a little more 
about what kind of reports are contemplated in this section 1 (a) and 
wherein they would differ from the budget as it is now sent or any 
information that the Budget Bureau now furnishes. 

Would that be a requirement that there be an annual report or 
would there 

Mr. Lirscoms. There are really two reports. 

Section 5 of the bill also provides for a report that the Comptroller 
General and the Bureau of the Budget would make about duplicate 
accounts and the adequacy of internal auditing. 

The other report provided for in section 1 (a) would be the duty 
of the Director of the Bureau of the Budget— 


To prepare comprehensive reports other than purely fiscal reports showing the 
financial results of the activities of the departments and establishments. 
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It is my belief that this is being done in some fashion at the present 
time, but the reports are not informative enough and therefore this 
is a congressional mandate. This shows a congressional intent that 
these reports should be more comprehensive and more informativ e, 
showing the effectiveness and efficiency of the management of the 
division or agency and also showing their operation costs and expendi- 
tures. In other wor ds, this is making it a more comprehensive report. 

Mr. Pincus. This would also be an a: iphification of the annual 
budget but not necessarily submitted at the same time as the budget. 

Mr. Lirscoms. These reports would be prepared from reports to 
the Director of the Bureau of the Budget in preparation of the budget 
that he sends up to the Congress. 

Mr. Prncus. I am referri ing to line 11 on page 1: 

Such reports shall be prepared on fiscal-year basis or at such shorter intervals 


as the director may deem practicable and shall be transmitted to the President 
and to the Congress. 


Mr. Lirscoms. Well, in my opinion, Mr. Pincus these reports are 
just more comprehensive reports than those that come to the Congress 
on the operations of the agency and the divisions. They differ from 
the Comptroller General’s report inasmuch as the Comptroller Gen- 
eral’s report is a history of the audit of particular agencies. 

These are prior to that and would contain information as to what 
the agencies are doing and how their financial management is. 

Mr. Jonas. May I ask a question right there ? 

Mr. Bernt Yes. 

Mr. Jonas. Have you examined any substantial number of justifica- 
tions, formal justifications, written justifications, prepared for use 
before the Appropriations Subcommittee by the various agencies? 

Mr. Lirescoms. No, sir; I have not examined the justifications. I 
have read a great many of the hearings. 

Mr. Jonas. Each agency in its hearing before the appropriate sub- 
committee furnishes in detail what the committee calls a justification 
for the appropriation requested. 

Mr. Liescoms. That is right. 

Mr. Jonas. I just w onder if an examination of those justifications 
would disclose the need for additional information in these compre- 
hensive reports. I am inclined to believe that in many cases those 
justifications do contain all the information you contemplate. 

Mr. Lirscoms. Mr. Jonas, I can only go a little further than that 
and talk about the Comptroller General's audit reports that he sub- 
mits to Congress. With few exceptions the Comptroller General has 
to say in his audit reports that he cannot certify the figures contained 
in audit reports submitted to Congress because of the insufficient. ac- 
counting records that are av ailable to them. 

Now if the Comptroller General who is an expert, and has expert 
auditors on his staff, cannot follow through and justify the figures that 
are submitted, I don’t see how it is possible for a justification to be 
made for all of the figures that come.up to Congress for the budget. 

The whole background and purpose of this bill, in my opinion, is to 
get adequate and true accounting records so that the figures that come 
to Congress in the justifications are correct’ and informative. 

I am not aware of how deeply the Appropriations Committee goes 
into the justifications and how far back into the record they go to prove 
out the justification. 
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Sitting on the Military Operations Subcommittee of this commit- 
tee, I have seen cases where justifications have not been gone into 
thoroughly, and money has been appropriated year after year for an 
item, in one case, that one of the military departments did not even 
need or did not use. But they were able to justify that year after year 
just by bringing the figure to Congress. In that respect I am talking 
about a report on procurement of Army overcoats where they justified 
over a hundred million dollars worth of overcoats for 4 different years 
that they did not need. 

And that is the kind of a thing that I think that this type of bill will 
straighten out. 

There has been a lot of work done in the agencies on creating mone- 
tary property accounts and inventory records, but this bill will tet! 
the executive branch of Government that Congress wants better figures 
sent up to the Hill and better justifications. 

Chairman Dawson. Do you have any other questions? 

Mr. Jonas. No. 

Chairman Dawson. Thank you very much, Mr. Lipscomb. We 
would appreciate it if you sit w ith us. 

Mr. Lipscomn. It will be a privilege, Mr. Chairman and thank you 
for all your time, sir. 

Chairman Dawson. We will now hear from Mr. Brasfield, Assist- 
ant to the Comptroller General, accompanied by Mr. John Moore, the 
General Counsel for the General Accounting Office. 


STATEMENT OF KARNEY A. BRASFIELD, ASSISTANT TO THE 
COMPTROLLER GENERAL; ACCOMPANIED BY JOHN MOORE, 
ATTORNEY, OFFICE OF THE GENERAL COUNSEL, GENERAL 
ACCOUNTING OFFICE 


Mr. Brasrrevp. Mr. Chairman, we have a statement which I would 
be glad to pursue if that meets with your pleasure? 

Chairman Dawson. Identify yourself first. 

Mr. Brasrrevp. I am Karney A. Brasfield, Assistant to the Comp- 
troller General and I have with me Mr. John Moore, Attorney of the 
Office of the General Counsel. 

We appreciate the opportunity to appear before you to discuss H. R. 
9402, H. R. 7209, H. R. 7338, and H. R. 8326, which are designed to 
implement certain of the recommendations contained in the Budget 
and Accounting Report of the Hoover Commission. We will deal 
first with H. R. 9402 which is the broadest of the three bills. 

We regard H. R. 9402 as basic legislation designed primarily to set 
forth general policies and objectives. Most of these policies and objec- 
tives would be put into practice under rules and procedures to be de- 
veloped by the Bureau of the Budget, and, in some cases, by the 
Comptroller General. 

In other words, the bill would prescribe no hard and fast proce- 
dures and the practical aspects would have to be worked out in col- 
laboration with the agencies. 

Moreover, there must necessarily be an evolutionary approach to 
the attainment of the objectives contemplated by the bill because not 
all agencies now have the necessary tools in the form of systems of 
programing, budgeting, and accounting. 
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It is believed, however, that a statement of objectives of the char- 
acter contained in the bill would do much to hasten the development 
of such working tools. 

Mr. Chairman, I now go into a discussion of the specific provisions 
and if you care to interrupt anywhere along the line, I will be most 
happy to have you do so. 

Be tion 1 (a) relates to comprehensive reports other than purely 
fiscal reports to be prepared by the Director, Bureau of the Budget. 

Inasmuch as this section pertains to the operations of the Bureau 
of the Budget in the discharge of its own responsibilities, we believe 
this is a matter which can best be determined by the Bureau and the 
Congress. 

We suggest the desirability, however, that such information be 
obtained thr ough the regular budgetary processes and be included in 
the President’s annual budget. 

Section 1 (b): This section would amend section 216 of the Budget 
and Accounting Act, 1921. If cost-based budgets were used for man- 
agement purposes in making fund allocations ‘within the departments 
and establishments as proposed by section 216 (a), the information 
submitted for budgetary purposes would be substantially more mean- 
ingful. We endorse this proposal and will develop our discussion of it 
more fully in our comments on section 216 (c). 

As to the proposed section 216 (b), we believe the President should 
be kept informed, in a timely manner, of significant factors relating 
to the operating agencies of the executive branch. 

However, the annual consideration of the budget would seem to be 
the appropriate vehicle for this purpose and we doubt the need for a 
separate report. We believe that the major program or bureau level 
is ordinarily the most meaningful basis for reporting purposes. 

Proposed sections 216 (c) and (d), if effectively carried out, would 
offer an excellent opportunity for improvement in the financial man- 
agement of executive agencies. 

Briefly, the more important advantages from the use of cost data 
in budgeting are: 

1. Cost data (based on man-days worked, materials used, etc.) can 
be directly related to work accomplished in prior periods and offers 
a basis for comparison with proposed plans. 

2. A proposed work plan (budget) stated in terms of costs (resources 
to be consumed) can be realistically evaluated against new money 
requirements by taking into consideration inventories and other re- 
sources on order and on hand at the beginning and those resources to 
be carried over for use in subsequent periods. 

3. Cost data can be related to the responsibilities of each segment 
of the organization and its accomplishments. 

4. Cost budgeting permits maximum opportunity for exercise of 
management initiative and precludes need for rigid fund control (on 
a detailed basis) with its deadening influence. 

In using the term “cost-based budgets” we understand it to have 
equal application to capital acquisitions and construction as it does 
to day-to-day operations. 

For example, a cost-based budget for a procurement activity would 
relate to the cost of the items being procured or the cost of producing 
an article or a service. Cost budgeting need not be restricted to con- 
sumption operations. 
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However, in considering consumption operations, there is obviously 
a limit to which the concept can be carried and still have a practical 
value. 

For example, careful consideration would need to be given to the 
extent which the inclusion 6f depreciation as a cost would serve a useful 
purpose in the presentation of budgets to the Congress. This is par- 
ticularly true with respect to the activities of the Department of 
Defense. The value anit utility of cost-based budgets are certainly not 
dependent upon the application of depreciation concepts to military 
hardware. 

The primary advantage of budgeting on a cost basis to both man- 
agement and the Congress is that total resources to be used (on hand, 
on order, and to be procured) are reviewed rather than limiting the 
budget review processes to new money in the form of an appzopria- 
tion request. 

In terms of numbers of activities or appropriations, there is a rela- 
tively close relationship between obligations, expenditures, and costs 
in those many operations primarily concerned with personal services. 

On the other hand, dollarwise, the greatest significance attaches to 
those appropriations relatively few in number but which provide for 
operations involving vast quantities of materials and physical assets. 

Major procurement, construction, and research and development 
ordinarily fall in the latter category and it is in these areas that budget- 
ing on a cost basis would produce major savings, although its adoption 
would improve financial management in many other areas to a lesser 
degree. 

It should be noted that agency budgets can be formulated and ad- 
ministered on a cost basis under present practices of stating appro- 
te authorizations on an obligation basis and this is currently 
xeing done in some cases. The cost presentation is confined to the 
justification material in the greater number of such instances. 

However, the impetus to furnish cost data to the Congress would 
be greatly enhanced by teaming up the cost-based budget with the 
proposal for stating appropriations on an accrued expenditure basis 
as proposed in recommendation No. 7 of the Hoover Commission Re- 
port on Budget and Accounting. This would provide the best oppor- 
tunity for improved correlation of programing, budgeting, and ac- 
counting. We strongly recomemnd the inclusion in this bill of further 
amendments to provide for stating appropriations on an accrued 
expenditure basis. 

The best basic approach to a review of the budget is one which pro- 
vides for (1) consideration of a proposed work plan or program to be 
accomplished, (2) consideration of accomplishments in preceding 
periods, and (3) costs for both in terms of total resources consumed. 

With this point of departure the budget can then be assessed in terms 
of (a) costs to be incurred, (4) resources already available in terms 
of inventories, and so forth, plus carried over funds, and (c) new 
money or authority needed. The essential difference in this approach, 
which ties in with the recommendations for cost budgets and accrued 
expenditure appropriations, as contrasted with present practices based 
on appropriations stated in terms of obligation authority, is the de- 
gree of emphasis which the latter places on new money rather than 
on total resources to be consumed and the extent of resources already 
available. 
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In other words, it is a question of degree. 
The advantages of placing appropriations on an accrued expendi- 
ture basis are both tangible and intangible. The annual budget sur- 
plus or deficit is determined on the basis of expenditures, not grants 
of obligational authority. 

Establishment of a direct correlation peoeie: annual appropria- 
tions and expenditures vests in the Congress a much greater oppor- 
tunity to control the level of operations during a particular budget 
year. 

This would mean the elimination of the vast carryover balances now 
available for expenditure at the discretion of the executive agencies. 

The present situation concerning available balances stems from the 
fact that congressional control through appropriation authorizations 
and Budget Bureau control through “apportionments are both stated 
in terms of author ity to obligate 1 -ather than budgeted work plans for 
the cost of goods and services estimated to be received. 

It is inherent in the recommendations under discussion that con- 
gressional authority be granted for the advance planning which neces- 
sarily precedes the phase of operations covered in an annual accrued 
expenditure budget. In the past, this authority has been termed 
“contract authorizations” but it is a significant fact that heretofore 
both contract authorizations and subsequent appropriations were 
stated in terms of obligational authority whereas under the recom- 
mendations herein being considered only the initial authorization 
would be stated in terms of the broad and difficult-to- apply concept 
of obligations whereas annual authority could be stated much more 
definitely in terms of accrued expenditures because of the time factor. 

It is essential that the initial authority which may cover a forward 
period, sometimes as great as 5 years or more, be in the most flexible 
terms and requests for such authority obviously cannot be supported 
with detailed plans. 

On the other hand, as these plans take shape in succeeding years 
much more precise planning and authorizations are practical when 
stated in terms of accrued expenditures. Thus, the current recom- 
mendations are not, nor need not be, viewed as a return to prior prac- 
tices during the period when contract authorizations were prevalent 
and signific: ant wh uknesses were apparent. 

Section 1 (c) : The proposed section 218 of the Budget and Account- 
ing Act, 1991, pertains to the operations of the Bureau of the Budget 
in the discharge of its own responsibilities and primarily involves 
management decisions affecting that Bureau. 

We believe these are matters which can best be determined by the 
Bureau and the Congress and, accordingly, we offer no specific views 
in the matter. 

Section 2 (a) : Our comments above on the proposed sections 216 (c) 
and (d) are equally applicable to this section 2 (a). We therefore 
endorse the objective to obtain consistency in organizational structure, 
budget classifications, and accounting systems “within each executive 
agency. 

Section 2 (b): We endorse this amendment to section 113 of the 
Budget and Acc ounting Procedures Act of 1950, The maintenance of 
accounts on an accrual basis is one facet which is essential to the 
accomplishment of the objectives set forth in other sections of the bill. 
Experience under the joint accounting improvement program 
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clearly indicates that the accrual basis, when applied to significant 
items, is a major factor in providing better control over resources and 
liabilities and is an essential element in obtaining adequate cost data. 

Our statement of accounting principles, that is the statement of 
accounting principles presc ribed by the Comptroller General under 
the Budget and Accounting Act of 1950, provides for the appropriate 
use of the accrual basis. 

We also believe that adequate monetary property accounting rec- 
ords, as an integral part of accounting systems, are essential to several 

other proposed | amendments such as accrual accounting, cost budget- 
ing, and so forth, as well as the specific advantages to management 
which will result from adequate financial accounting for property. 

Section 2 (c) : The proposed section 120 of the Budget and Account- 
ing Procedures Act of 1950 would establish a Staff Office of Account- 
ing in the Bureau of the Budget. The objective of this recommen- 
dation, as we understand it, is to afford a means by which the 
executive branch can more effectively meet its responsibilities to 
stimulate improvements in accounting. 

The recommendation recognizes a need for continuing joint action 
of the executive and legislative branches as now provided for under 
the joint program for improving accounting in the Federal Govern- 
ment. 

The Budget and Accounting Procedures Act of 1950 sponsored by 
this committee recognized the coordinate responsibilities of agency 
management, the Secretary of the Treasury, the Director of the Bu- 
reau of the Budget, and the Comptroller General, for making contin- 
uing improvements in the financial management of Federal Govern- 
ment activities. 

The General Accounting Office does not understand that Recom- 
mendation No. 10 of the Hoover Commission report, which this 
section of the bill implements, was intended in any way to impinge 
upon the respective responsibilities assigned by the Budget and Ac- 
counting Procedures Act of 1950 or to lessen the effectiveness of the 
cooperative systems work of the General Accounting Office with the 
executive agencies. The Commission stated in connection with this 
recommendation : 

The above recommendation does not intend in any way to criticize the activities 
of the Comptroller General in connection with the joint accounting improvement 
program. The accomplishments of this program which are largely attributable 
to General Accounting Office have been noteworthy, and cooperation between 
the General Accounting Office and the executive agencies must of course be 
continued. 

In dealing more specifically with the Comptroller General’s re- 
sponsibility for prescribing accounting principles and standards, the 
Commission had this to say on page 58: 

The Comptroller General’s responsibility for prescribing the principles, stand- 
ards, and related requirements for accounting to be observed by each executive 
agency has resulted in his issuing a statement of accounting principles and 
standards for guidance of the agencies. 

These principles and standards which were developed in consultation with 
the executive branch have been set broadly, are sound, and permit flexibility 
in their application. They have been helpful and in our opinion are in complete 
harmony with the proper objectives of accounting improvement in the executive 
branch. 

The Comptroller General is not charged with any administrative responsibility 
to insure the adoption of prescribed systems and standards, but he is charged 
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by law with reviewing the systems and reporting upon them to the Congress. 

During recent years the Comptroller General has cooperated with the Treasury 
and the Bureau of the Budget in the joint program for improving accounting. 

The Comptroller General has been, particularly through the General Account- 
ing Office’s Accounting Systems Division, an inspiring and constructive influence 
in developing consciousness of the need for accounting reforms in the executive 
agencies. This Division has assisted commendably in devising and installing 
improved systems and procedures. 

Yet, excellent as this performance has been, it is only a partial substitute 
for the motivating forces required within the executive agencies themselves. 

We agree that added emphasis within the executive branch on get- 
ting the job done governmentwide could be very helpful in expediting 
progress if appropriately carried out. We do not believe, however, 
that specific legislation is required in order for the Bureau of the 
Budget to undertake action of the character provided for in the 
legislation. 

Moreover, we question the desirability of specifically providing for 
an organizational unit and for the position of assistant director for 
accounting by statute. It is our observation that such statutes are 
likely to become outmoded when organizational provisions are included 
therein. 

The new section 121 of the Budget and Accounting Procedures Act 
of 1950 also proposed by section 2 (c) of the bill, would provide for 
the appointment of a comptroller in each executive agency. We en- 
dorse the emphasis placed on the financial management function in 
each executive agency which is the apparent objective of the proposed 
section 121. 

However, because of the wide divergence in size, functions, and 
existing organizational patterns in the many executive agencies, it is 
doubted that any single pattern of organization will fit all agencies. 

Section 3: The simplification of the allotment system for allocat- 
ing funds is sound and most desirable. The existing unwarranted 
subdivision of funds is one of the greatest deterrents to improved 
financial management. 

We believe that administrators may be willing to forego the type 
of control associated with many present allotment systems when ac- 
counting systems have been installed to provide costs as a basis of 
operating control. Better programing tied in with improved account- 
ing through the development of budgets based on costs, as proposed by 
this bill, should serve to answer this problem. 

Section 4: This section would require each executive agency to 
maintain a single account w ler each appropriation title of that title 
or fund. 

We endorse the objective of this proposal but feel that it should 
be adopted for only those appropriations or funds which are stated on 
an accrued expenditure basis. We strongly favor the use of two ac- 
counts where such accounts are not stated on an accrued expenditure 
basis. 

Section 5: This section would provide for a joint study by the Bu- 
reau of the Budget and the General Accounting Office relating to 
accounting and internal auditing. 

Much has been accomplished in these areas in the past by the Gen- 
eral Accounting Office both on its own and under the joint accounting 
improvement program with the Bureau of the Budget and the Secre- 
tary of the Treasury. 
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This work is carried on as a regular part of our comprehensive audit 
program and in the discharge of our accounting systems responsi- 
bilities. 

We expect to continue these studies and investigations. The results 
of these efforts are made available to the Congress through our regu- 
lar reporting processes, but we would be pleased to cooperate with the 
Congress in any special effort having as its objective the improvement 
of accounting and internal auditing. 

H. R. 7209 and H. R. 7338 are identical bills designed to implement 
recommendations Nos. 10, 11, and 12 of the Budget and Accounting 
Report of the Hoover Commission. 

The objectives and most of the provisions are identical with sec- 
tions 120 and 121 of H. R. 9402 which were covered in our discussion 
of that bill. 

H. R. 7209 and H. R. 7338 would provide for the Assistant Director 
for Accounting to be appointed by the President, by and with the 
advice and consent of the Senate. 

These two bills also would provide by statute the compensation 
of the comptroller to be appointed by the head of each executive 
agency. 

As stated before, although we agree with the objectives sought, 
we doubt the desirability of this legislation for the reasons cited 
earlier. 

H. R. 8236 is similar in its objectives to the amendment to section 
213 of the Budget and Accounting Act, 1921, proposed in section 1 (a) 
of H. R. 9402. It would provide for submission by the Director of the 
Bureau of the Budget to the Congress of annual reports with respect 
to the financial results of the activities of all branches of the Govern- 
ment and of each executive agency thereof, including the costs of such 
operations and activities, the assets and liabilities of each agency, the 
extent of its contingent liabilities, if any, and other pertinent data 
and information. 

Since this bill pertains to the operations of the Bureau of the Budget 
in the discharge of its own responsibilities, we believe this is a matter 
which can best be determined by the Bureau and the Congress. 

We suggest the desirability, however, as indicated in our comments 
on section 1 (a) of H. R. 9402, that such information be obtained 
through the regular budgetary processes and be included in the Presi- 
dent’s annual budget rather than through the medium of a separate 
report. 

Chairman Dawson. Mr. Jonas? 

Mr. Jonas. Mr. Chairman, as I heard Mr. Brasfield read this state- 
ment and as I read it, I formed the impression that a good part of these 
recommendations you agree with. 

Mr. Brasrrevp. That is right, sir. 

Mr. Jonas. With respect to some of the details you are not in agree- 
ment, you don’t think they are necessary or even proper. 

Mr. Brasrrevp. Desirable I would say. 

Mr. Jonas. And on other recommendations you don’t make any com- 
ment because you think that they are matters that should best be de- 
termined by the Bureau of the Budget and the Congress. 

Mr. Brasrtevp. That is right, sir. 
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Mr. Jonas. Could you pinpoint your own opinions without requir- 
ing the reading of these 11 pages again and say which sections do you 
generally approve ? 

Mr. Brasrreip. Let me try it this way. 

Mr. Jonas. If youcould summarize what you said. 

Mr. Brasrietp. The essential elements in this bill that we believe 
are appropriate for legislation are cost-based budgets, accrual account- 
ing, property ac counting, the consistency between classifications for 
programming, budgeting, accounting and reporting, and the syn- 
chronization of budget and organization and the sim slific ation of the 
allotment or fund control processes. Those are all basic accounting 
and financial management provisions. There is another element that 
we believe would make financial practices much more effective and 
that is appropriations on an accrued expenditure basis. However, I 
would like to add to that. In our viewpoint the appropriate way to 
pursue this objective would be to authorize it at this point leaving 
it up to the President to implement it and with that goes the thought 
that its implementation would be a cooperative effort with the Appro- 
priations Committee. 

In other words we recognize that no substantial changes would be 
made in current budget practices except in complete harmony with 
the Appropriations Committees. 

Mr. Jonas. Would you further comment on section 121? That is 
the need for comptroller in each agency ¢ 

Mr. Brasrievp. If | may I w ould like to pick up with your previous 
comments. We think that the emphasis on the finance ial management 
function and getting it at the appropriate level in the agencies ; would 
be desirable. Because the agencies have different missions and ob- 
jectives, because they have different types of organization—some bu- 
reaus are a part of departments, some organizations, for example, the 
independent establishments are big bureaus in themselves—we do not 
believe it desirable to try to legislate duties and functions. In one 
case the Secretary of the Department may have an Assistant Secretary 
who in effect performs the comptroller function. In another case 
he might want to assign that responsibility to a different individual. 
It might change from time to time as the individuals change. In 
other words organization must necessarily sometimes be fitted to the 
people available and their talents. We doubt that this matter should 
be frozen into law. 

Mr. Jonas. You mean now you doubt if a position should be created 
to be called a comptroller, but you recognize the importance of the 
activity ? 

Mr. Brasrievp. That is right. 

Mr. Jonas. Somebody having the assignment of that responsibility, 
and directly responsible for it? 

Mr. Brasrievp. That is right and at the proper level in the organ- 
ization to command the respect and authority that is needed to make 
it successful. If I might comment a moment further, in some cases 
the job is now set up as an Assistant Secretary. 

In other cases such as was cited, that is the General Services Ad- 
ministration, the job is set up and labeled “Comptroller.” 

It is a matter for management to properly set up the function and 
to staff it with the right kind of people, but we do not think you can 
cut it all to one pattern and it would be undesirable to do it by statute. 
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Mr. Jonas. What title does Mr. McNeil of the Department of De- 
fense have ‘ 

Mr. Brasrtetp. He is Assistant Secretary of Defense. He is Comp- 
troller and has the title of Assistant Secretary of Defense. It may 
not be a good example for our discussion, because that job is prov ided 
for by statute. 

In the State Department an Assistant Secretary has been assigned 
the function of Comptroller. In the case of the Veterans’ Admin- 
istration you do not have Assistant Secretaries but they have a Comp- 
troller. 

Mr. Jonas. He is called a comptroller. 

Mr. Brasrrevcp. He is called a comptroller. In some cases he mighi 
be an Assistant Administrator, in an independent office where you do 
not use the title of Secretary. 

Mr. Lirscoms. Mr. Chairman, would you yield, Mr. Jonas? 

Mr. Jonas. Yes. 

Mr. Liprscoms. Isn’t that one of the problems that we have, that 
these comptrollers or fiscal officers have such different duties that 
each agency maybe has a different idea of what that particular person 
is responsible for. Isn’t this one method that we can get expressed 
the congressional intent as to what a comptroller or a chief fiseal 
officer is by putting it into legislation ? 

Mr. Brasrrenp. We would seriously doubt the desirability of leg- 
islating a particular job, because it may well differ in the broad 
stretches of our Government between, for example, an agency such 
as the Securities and Exchange Commission which has relatively few 
people, we doubt that they need any job set up as comptroller and 
it would not be of the same stature and the same level as to take the 
other end of the spectrum, the Department of Defense. 

We think that management should be free to place these particular 
functions in their organizations where they would be most effective. 

In the major departme nts and agencies and the major bureaus of 
those departments we think there should be a person when the func- 
tions comparable to that usually associated with comptroller. 

Mr. Brown. Will you yield at that point ? 

Mr. Jonas. Yes. 

Mr. Brown. If this were necessary, couldn’t it be provided by this 
bill that either an officer be named or the assignment be given to 
some person ¢ 

Mr. Brasrietp. It could be. 

Mr. Brown. I know something about SEC or used to, and I don’t 
like to differ with you, but I still think they could use a little checking 
once in a while on their agency, as far as the Comptroller is concerned. 
Perhaps not as much as one of the executive agencies, but someone 
should be charged with the responsibility of doing what a comp- 
troller would do, even if it only takes 1 hour a wee k. 

Mr. Brasrievp. I would assume that the function is now performed 
in that agency. 

Mr. Brown. Shouldn’t C ongress provide that it be done in every 
agency of Government, either through a full-time individual who 
might be named where necessary, or someone assigned to that task? 
T hat is the intent of your bill, as I understand it. 

Mr. Larscoms. If you will yield, on pages 6 and 7 of the bill are 
5 functions which are proposed that a comptroller would carry out. 
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As far as those five functions are concerned, GAO recognizes that 
those are the things that are necessary to every agency and depart- 
ment; isn’t that right ? 

Mr. Brasrretp. We would have no quarrel with the discussion of 
the five points. 

Mr. Liescoms. But your point is that you don’t feel that it should 
be expressly stated in the law in section A which would say that a 
comptroller should be put in there to do those things. If we can set 
out those points, expressly state that those are the objectives of the 
bill, and leave it up to the Administrator to see that they be done, 
whether he appoints somebody or creates a new job or lets the present 
person do it, that would meet with your objective? 

Mr. Brasrtetp. That is right. Our comments are directed to the 
rat to set up a statutory position, which we doubt the feasibil- 
ity of. 

Mr. Lrescoms. In other words, if Congress would pass legislation 
specifying that these duties should be performed, and leave it up to 
the-administrative officials to see to it that they are done, that would 
meet with what you are suggesting. 

Mr. Brasrtetp. That is right. 

We have no question that these functions need to be performed. 

Mr. Lirscoms. GAO recognizes that these functions set forth in 
this legislation are not being performed in all agencies and depart- 
ments at the present time. 

Mr. Brasrrevp. That would be true. Again it is largely a question 
of degree. Some would be perhaps totally lacking, so to speak, in 
one point, weak in others, or some might be strong in all of them. 

Mr. Lipscoms. But as a whole, we can’t afford to really be weak 
in any of these five points. Isn’t that right? 

Mr. Brasrrevp. Right. The significance of the problem would of 
course differ considerably as to the type of operation performed by 
each agency. 

Mr. Lirscoms. But because the situation differs, there is no reason 
that these functions should not be performed to whatever degree is 
necessary. 

Mr. Brasrrevp. We certainly agree with that. There is no ques- 
tion on that. 

Mr. Liescoms. Your thought is directed specifically to the particu- 
lar wording of section 121 (a) and not to the five points set forth. 

Mr. Brasrrevp. That is right. We agree with the objective but 
doubt the desirability of creating a statutory position. 

Mr. Jonas. Your same objection applies to section 120 (a) that is, 
the establishment of a position of assistant director of accounting. 

Mr. Brasrrevp. As far as creating it by statute; yes. There again 
we agree with the objectives and some steps have already been taken 
in that direction, I understand. As a partner in the joint program, 
we would welcome a strong participation on the part of the Bureau of 
the Budget, particularly in their field of tying budgeting and account- 
ing together. There it would be particularly helpful. 

Mr. Jonas. How would you contemplate that the Director would 
assign someone to carry out these duties? 

Mr. Brasrtevp. As I understand it, he has already, sir. He has 
named Mr. Rappaport as the Assistant Director for Accounting. 
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Mr. Jonas. If he does that administratively and without any man- 
date from Congress, there would be nothing to prevent succeeding 
directors from eliminating that position entirely. 

Mr. Brasrietp. That is a possibility. 

Mr. Jonas. Would you have any real serious objection to Congress 
saying that there shall be a position in the Bureau of the Budget, the 
head of which is assigned the duties of supervising this activity ? 

Mr. Brasrievp. Again it is the general idea of creating statutory 
positions. In this case you have a number of assistant directors in 
the Bureau of the Budget, including a deputy, which are not statutory 
jobs. So if this legislation were set up, you would have one statutory 
job among a number of similar jobs within the Bureau that are 
not statutory. 

Also some of this legislation requires that appointments be with 
the advice and consent of the Senate. I think that might be getting 
into some other considerations that you would be more familiar with 
than myself as to the President’s immediate family. 

Mr. Lirscoms. Mr. Chairman, will Mr. Jonas yield ? 

Mr. Jonas. Yes. 

Mr. Lirscoms. In view of your comments on section 120, you would 
make the same statement then that you would not disagree that the 
Bureau of the Budget through this legislation should be directed to 
set up a position that carries out the intent of the points listed on 
pages 5 and 6 of the legislation before us ? 

Mr. BrasrieLp. I would express some reservations as to the exact 
manner in which it is proposed to set up the organization and job by 
statute. It should be brought into focus with the coordinated respon- 
sibilities already set up in the Budget and Accounting Procedures Act 
of 1950. I would suggest the desirability that if one of the three 
coordinated responsibilities are to be reviewed for legislation, you 
should review all of them. I would think it would be desirable to 
review each of those coordinate responsibilities. To legislate sepa- 
rately on one might lead to some unintentional conflict. 

Mr. Liescoms. Are you speaking of the joint program to improve 
accounting ¢ 

Mr. Brasrretp. That operates through the coordinate responsibil- 
ities of the Director of the Bureau of the Budget. the Secretary of 
the Treasury, and the Comptroller General, each having their own 
responsibilities under the Budget and Accounting Procedures Act 
of 1950. 

I suggest, if you wish to consider one of those coordinate responsi- 
bilities, you would probably wish to consider all three together. 

Mr. Lirescoms. You undoubtedly realize that the reason Congress 
is seriously looking at this problem is because the executive branch 
has not taken action before, and therefore we would be telling them 
by this legislation that we believe it is a necessity and we want it to be 
in the legislation. We feel it should be a continuing process and 
therefore that is why the statute is here. That has not been done to 
date, has it ? 

Mr. Brasrrerp. I cannot speak to the specific duties assigned to the 
Assistant Director of the Bureau of the Budget, and perhaps that 
should be discussed with the Bureau. I understood the public infor- 
mation release to say that the Director of the Bureau of the Budget 
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has adopted the recommendation of the Hoover Commission report 
100 percent administratively, not legislatively, of course. 

Mr. Lirscomn. So all we have to do is tell them that we agree with 
their position and want to see it continued ¢ 

Mr. Brasrrevp. You have the additional problem in reviewing the 
coordinate responsibilities already set up in the act from a language 
standpoint, and [ would not want to address myself specifically to the 
language of this statement, except to do it coordinately with what is 
already in the 1950 act. 

Chairman Dawson. Now, any further questions, Mr. Jonas ? 

Mr. Jonas. I yield. 

Mr. Brown. Mr. Chairman, I am sorry I was detained unavoidably 
and could not get here in time to hear Mr. Lipscomb testify and to hear 
all the testimony that has been given by the gentleman here. As you 
know, I served on the Hoover Commission and helped write these 
recommendations. 

Chairman Dawson. Both Hoover Commissions. 

Mr. Brown. Probably the budgeting and accounting recommenda- 
tions involve problems which are more difficult and more technical than 
anything we had to consider. And it was a bit troublesome for those 
of us on the Commission who were not certified public accountants or 
experts in budgetary matters to get the complete picture and under- 
stand the matter as thoroughly as we would like. 

So I am especially pleased that Mr. Lipscomb, who is a certified 
public accountant, has seen fit to take hold of this legislation and get 
his teeth into it, not only for the Congress but the Commission and 
the committee. 

We had on the Commission the benefit of the advice of the best and 
greatest accountants that we could find in the country, and many of 
them gave their services free of charge. We had checks and counter- 
checks, not only by representatives of certified public accountant organ- 
izations, but by fiseal representatives of large corporations and others 
who had something to do with such matters. 

We talked with a great many public officials and made a study of 
this problem. We found there was no question that reform was 
needed in both budgeting and accounting practices in the Federal 
Government; and that there was opportunity to save a great deal of 
money, and to get greater efficiency in the conduct of the public 
business. 

Do you agree that there isa need for action such as this? 

Mr. Brasrretp. We agree that it would be highly desirable to put 
into legislation the financial provisions of the “Hoover Commission 
report and those are the ones that I referred to previously. 

Mr. Brown. When you limit yourself to the world “financial” provi- 
sions, do you mean both budgeting provisions and accounting ? 

Mr. Brasrretp. Yes. 

Mr. Brown. The Bureau of the Budget, I think after consultation 
with our task force and with members of the Commission, after a con- 
siderable soul-searching discussion with many authorities, decided that 
it was wise to put into effect most of these recommendations, as far as 
budgeting was concerned, by administrative order. 

Don’t you agree, then, if that is found to be a good thing, we ought 
to write into law that it is not only a continuing matter, but that it is 
the intent and purpose of Congress this thing be done? 
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Mr. Brasrietp. We agree, sir, and have in our testimony indicated 
we think it would hasten these developments greatly, if Congress 
would state the objectives to be their policy. 

Mr. Brown. And I understand you agree with Mr. Lipscomb and 
Mr. Jonas that you want these things done, although you disagree 
with the way the statute states that some particular person should 
be appointed and have a title to do that, and that only ! 

Mr. Brasrievp. Certainly. 

Mr. Brown. Do you know of any agency in Government where it 
would hurt to have some person assigned to keep an eye on this? 

Mr. Brasriep. Not at all. We would certainly agree with the 
objective. 

Mr. Brown. So if there were an amendment which provided either 
an accounting officer be named or some person be assigned to that duty, 
that would be sufficient to meet your objection, wouldn't it? 

Mr. Brasrreup. That is right. Our comment raised the question of 
the desirability of a statutory position and also in some of the proposed 
legislation it had the suggestion of a statutory salary which would 
obviously be quite a spread when you take the biggest and smallest 
agency or department. 

Mr. Brown. I objected to some of that. I always said the Hoover 
Commission should not create new jobs. That does not create econ- 
omy. It might create efficiency. You ean always find a way to cut 
down the responsibiliti ies of some exis‘ ing office without creating a new 
one. 

Mr. Brasrievp. There undoubtedly would be a need for some new 

talent or reassignments that would bring people to this work that have 
greater qualifications than existing personnel in some cases. 

Mr. Brown. The Congress has provided a sta‘u‘e, if I recall cor- 
rectly that you have an officer of this type in the Department of De- 
fense. 

Mr. Brasrrevp. That is right, sir. 

Mr. Brown. In fact it is quite an office. Instead of just one officer, 
there is a large staff. One agency might need a large staff with a spe- 
cific officer in charge of that staff, or it might need only one individual 
who would give part-time attention to that matter but it ought to be 
done. 

Mr. BrasFievp. That is right. 

Mr. Brown. In most of these departments the accounting office has 
aman sitting there making preaudits; isn’t that true / 

Mr. Brasrietp. The agencies preaudit their payments before they 
make them except with respect to a rate audit of transportation where 
the statute provides that they do not do so. 

Mr. Brown. That has grown up because agency heads are a little 
fearful to go ahead unless they know it is all right with the General 
Accounting Office, and is according to law, and of necessity you had 
to put people into those dep: wrtments? 

Mr. Brasrievp. The agencies have the responsibility by law for 
determining the adequacy and accuracy of payment in the first in- 
stance. Our function is one of coming along later and postauditing 
them in our comprehensive audit. . 

Mr. Brown. Actually you preaudit a great amount. 

Mr. Brasrietp. We do not preaudit generally. 
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Mr. Brown. You at least advise. We run into a lot of your people 
that just stay there in that office. 

Mr. Brasrretp. We are always open to assist agencies, and the 
Comptroller General has a statutory duty to respond when any certi- 
fying officer raises a question as to the legality of a proposed payment. 

Mr. Brown. You still are responding, because such agencies still 
have representatives of the GAO assigned to them all the time. Isn’t 
that true? They do actually preaudit, whether you call it that or not. 

They pass on it and say, “We will O. K. that when the postaudit 
comes along.” 

Mr. Brasrrecp. That is more nearly a legal type of situation where 
they have a question, not necessarily for a particular type of transac- 
tion, but in some cases it is an individual transaction. 

Mr. Brown. I am bringing that up for a purpose. If this bill is 
enacted and if you had some individual who is charged directly with 
the responsibility of supervising these accounting practices, and so 
forth, in an agency, either on a part-time or full-time basis, wouldn’t 
it make it easier for you in your accounting work and in your check- 
ing, to have such an arrangement ? 

Mr. Brasrtetp. I would say it would not essentially change the 
present situation in that respect. We have that now for the most part. 
The things we are dealing with here, for example, cost-based budget- 
ing, change less the audit of vouchers than perhaps any other thing 
we have talked about. 

There has been on the part of the agencies in some cases if anything 
to do more, to overdo the legalistic checking of expenditures, to be 
sure that they are within the law and within the appropriations, and 
so forth. 

They think they should do it; so do we. We do it on a test-check 
basis, depending on how far they have gone and how adequate their 
processes are. 

We think it should be their primary responsibility rather than ours 
to do it on a detailed basis. 

Mr. Brown. How far back is the Post Office Department in their 
accounting practices now? At one time they were 17 months behind. 

Mr. Brasrreip. I could not answer as to the extent of their indi- 
vidual operations. I would say that the Post Office has made more 
progress 

Mr. Brown. I understand that it was 17 months behind 3 or 4 
months ago. 

Mr. Brasrterp. They have made extremely good progress in mod- 
ernizing their whole system, and we think they are to be commended 
for an outstanding job. 

Mr. Brown. I agree fully with the gentleman. How far behind is 
the GAO in postaudit work on the Post Office ? 

Mr. Brasrtetp. I would have to supply it specifically. 

Mr. Brown. Just generally. Take a guess. 

Mr. Brasrretp. They are under comprehensive audit, which means 
our auditors are in their main office year round. We have a crew of 
people who are assigned to the audit of the Post Office. We rotate 
the members of it, but we will have at all times a crew working on it, 
and we use our field offices, too. 
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Mr. Brown. You have that in most of the major departments. You 
have it in the Department of Agriculture, the Department of De- 
fense, Department of the Interior, for example. 

Mr. Brasrtetp. Yes. That is the type of audit we are carrying 
vn in the Post Office. 

Mr. Brown. How close to being up to scratch are you on the 
average ¢ 

Mr. Brasrtetp. I do not think I can answer your question just that 
way, because we do not go back and review each individual voucher 
as we used to. When we had the voucher-type audit, we could say 
we had not audited the vouchers for a particular period. Now, when 
our audit is aimed at the effectiveness of fiscal work, we audit a post 
office like Chicago. We will finish that after 6 months’ work and 
render a report. 

Mr. Brown. It will be about 6 months behind when the final report 
comes out ? 

Mr. Brasrreip. The length of time that it takes to get out a par- 
ticular audit report would vary with each one. 

A small post office could be finished up rather rapidly. We select 
the units that are to be examined in greater detail. We use those as 
test cases of their management effectiveness. 

Mr. Brown. Spot checks? 

Mr. Brasrtetv. That is right. Then we bring together at periodic 
intervals our overall findings, such as we did something over a year 
ago for the Post Office and Civil Service Committee. We made a 
previous report for them about 2 years before that. But, for example, 
in the audit of the Post Office Department we have reviewed the 
activities of numerous post offices, reported to the Postmaster Gen- 
eral, and also made the report available to the postmaster at the loca- 
tion so he can take immediate corrective action within his jurisdic- 
tion and the department can take the additional action within their 
jurisdiction. 

Mr. Brown. May I ask, Mr. Chairman, whether or not the Treasury 
Department’s statement has been included yet ? 

The Cuatrman. Not yet; they are waiting to testify. 

Mr. Brown. I would like to have, later on, the comment of the 
gentleman, if he would be willing to make it, on the Treasury’s recom- 
mendations. I think that fits in rather well with the suggestions and 
recommendations of the Commission, and also of others in Congress, 
that certain responsibilities be placed in the Treasury Department. 
I presume your agency will agree with that. 

Mr. Brasrtenp. We would be glad to make ourselves available at 
whatever time you wish. 

Mr. Brown. I would like to have his comment on this later on. 
That is all. 

Mr. Lirscoms. Mr. Brasfield, you mentioned depreciation. Is there 
any need for writing into the bill any procedure that should be fol- 
lowed in handling depreciation ? 

Mr. Brasrietp. I would not suggest so. 

Mr. Lipscoms. That could be worked out in some executive arrange- 
ment. 

Mr. Brasrretp. There is only one situation where depreciation might 
be considered where it is not now. That is, in some of the business- 
type enterprises that have been set up it might be helpful if the depre- 
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ciation could be added to their pricing and thereby the agency be given 
the authority to modernize their equipment through funds accumu- 
lated from depreciation. 

Such authority does now exist with reference to the Bureau of 
Printing and Engraving. I am talking about the equipment, not 
building. 

Mr. Lirscomr. There is no need in this legislation to mention how 
depreciation should be handled. 

Mr. Brasrrexp. 1 would not think so, sir. 

Mr. Lirescoms. Then you mentioned recommendation No. 7 of the 
Hoover Commission which has to do with the acerual budget. The 
thought originally behind H. R. 9402 was to get things going first, 


getting the accounting system into effect and ‘the cost-basis systems. 


and the accrual ac counting before we wrote into any statute the type 
of budget to be sent to Congress. 

If we write into the legislation that recommendation 7 should be put 
into effect, how long would it take, in your estimation, before we got 
to the point that we could fulfill recommendation 7? 

Mr. Brasrretp. That should be undertaken by each appropriation 
item and certainly each bureau rather than even one complete depart- 
ment, and I would say some of them would be ready for that tomorrow. 
Others would be a year, or 2 years, it would depend upon the present 
status of their accounting and programing and budgeting system but 
I would point this out anyway, if I may, please. The real incentive 
to get progress in these collateral fields that form the basis for accrued 
expenditure appropriations is to a great degree based upon what they 
think Congress wants. 

In other words, we have been troubled in our present efforts by the 
fact that the agencies say, “‘Why should we go ahead with accrual ac- 
counting; it is not asked for in the budget. Congress has not asked 
for this type of information.” It is for this reason that legislation of 
this character would be a great stimulus. The same thing is true— 
and let me address that comment specifically to cost-based budgets. 
The same thing can be said to be true in our opinion of changing 
the basis for appropriations. If you say wait until you get everything 
in order and you will then change it, it will never be changed because 
the incentive won’t be there to accomplish it in the first place. 

Mr. Lirscoms. Do you feel there would be great confusion in the 
Appropriations Committees if you started part of the departments 
on an accrual basis and the rest came up on the old basis ? 

Mr. Brasrrexp. I do not. I doubt that you could successfully ever 
carry out these reforms by sweeping across the whole Government 
by a single stroke. We think that would be a serious mistake under 
any type of broad reform of this character. 

You have to take them agency by agency. The subcommittees within 
the Appropriations Committees in themselves would be a basis to invite 
consideration. The fact that the agency and the subcommittee is ready 
for it, might well be a basis for going ahead in a particular area 
where another subcommittee might not be ready for it. 

Mr. Larscoms. Do you feel that in this particular legislation there 
should be at least a declaration of intent and policy ¢ 

Mr. Brasrrecp. We think that without such a declaration, the other 
provisions of the legislation will tend to die on the vine and dry up. 
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Mr. Lirscoms. Then it appears that you have some concern about 
the joint accounting improvement program, and I for one assure you 
that it is not the intent as far as I am concerned to jeopardize any 
portion of that particular program by this particular legislation. 
And I hope that it isn’t read into it in any way that the program 
should not continue as now presently constituted. 

Mr. Brasrievp. If you are referring to the portions of the Hoovei 
Commission report that are quoted in my statement that is addressed 
specifically to our cooperative working: relationships with the agency 
which we have found vital to stimulate improvement. 

Mr. Lrescoms. You say in your statement: 

We do not believe, however, that specifie legislation is required in order for 
the Bureau of the Budget to undertake action of the character provided for in 
the legislation. 

Mr. Brasrterp. That is right, sir. 

Mr. Lipscoms. Are you competent to state or do you have reason 
to feel assured that the executive agencies have taken enough initia- 
tive in this joint program or put enough people in there to cooperate 
with you in your work with their agencies? 

Mr. Brasrtevp. I think that anyone in a specialized field such as 
our own, perhaps, has a desire always to be impatient and think their 
own part of the business is the thing that should receive priority. 

Your question can only be answered agency by agency or bureau by 
bureau, as a matter of fact. That is one of the great troubles that 
we have in trying to characterize this mammoth Federal Government 
as an entity. 

It is an entity but not for purposes of appraising management. 
You have to get further down the scale than that to talk about 
management. 

Mr. Lipescome. If legislation were introduced and passed to 
strengthen the accounting and auditing, wouldn’t it help facilitate 
more aggressive action all throughout Government in the joint ac- 
counting program ? 

Mr. Brasrtevp. We think so. It has already stimulated a great deal 
of interest. We would like to see the basic parts of the recommenda- 
tions put into legislation. 

Mr. Lirscoms. If you feel that way, why don’t you say that you feel 
that such legislation is required? How will we get that type of action 
if we don’t specify it from Congress ¢ 

Mr. Brasrrecp. The part where we said that legislation is not re- 
quired, if I understand what you are discussing, is directed to section 
120, not the whole bill. You said “required.” There may be an area 
that you will want to determine as to whether or not it is desirable. 
Further it seems to me that our viewpoint that it is not required tends 
to be substantiated by the fact that the Director of the Bureau of the 
Budget has administratively set up such a staff office for accounting 
and says he has adopted the recommendations. 

Mr. Larscoms. As Mr. Brown just mentioned, we want to guarantee 
that it is going to be continued and aggressively worked on. 

Mr. Brasrrexp. Then I would suggest that it be approached from 
the same standpoint we discussed earlier, that is, by stating an ob- 
jective more on a functional basis rather than the creation of a statu- 
tory position. I would urge also if you wish to review 1 of the 3 
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fields of activity now defined in the Budget Accounting Act, L would 
suggest the thought that you review all of them concurrently. 

Mr. Liescome. In respect to section 5 you commented about the joint 
study by the Bureau of the Budget and the GAO and you say: 

This work is carried on as a regular part of our comprehensive audit program 
and in the discharge of our accounting systems responsibilities. 

Again wouldn’t legislation have the effect of putting more initiative 
into the study program and be of great value to the Congress in getting 
these studies up ? 

For instance, how much of the Government does the comprehensive 
audit program now cover ? 

Mr. Brasrietp. There we have the difficulty of finding a common 
denominator as you know. The expenditures under comprehensive 
audit were between 30 and 50 percent. We are working at that 
each day to extend it. 

I could perhaps discuss it a little more effectively in this way. Our 
comprehensive audit program is pretty well along and rather across 
the board effective in Agriculture, Interior, Treasury, and there is 
not the same need for it in Labor, or in Justice. With reference to the 
Department of Defense, in a reorganization which is now es put 
into place, we have a civil accounting and auditing group and a defense 
accounting and auditing group. 

One of the objectives of that reorganization was to hasten the day 
when our comprehensive audit program was more effective in the 
Department of Defense. 

It would be a fair statement to say that in the Department of 
Defense our comprehensive audit program is just now getting under- 
way. We have made some audits of industrial funds. We have made 
procurement surveys but I would say it would be a fair statement to 
say that it is just now geting well underway. 

Mr. Lirescoms. Then it is a true statement to say then that about 
40 percent of the expenditures of the Government are presently under 
comprehensive audit, and in the largest field, the Department of 
Defense, where over 60 percent of our expenditures are made, that 
the comprehensive audit program has not started but is just getting 
underway ? 

Mr. Brasrrevp. That is started and is just now getting well under- 
way. 

Mr. Lirscomp. So this legislation would put more emphasis on a 
study being made and a report being made to the Congress because of a 
mandate, so to speak, by the Congress that we want this done, and that 
we don’t want any more delay or conversations and other things that 
have held up the matter. 

Mr. Brasrrevp. If I understand the provision of the bill that is under 
discussion, it is the one that would have the General Accounting 
Office report on the internal audit activities in the Department? 

Mr. Liescomp. Yes. 

Mrs. Brasrrevp. I might say that the matter we are discussing has 
these ramifications, for example, the Army audit agency which is the 
internal audit agency of the Army has approximately the same size 
staff as GAO does. It is already in being. In the case of the Air 
Force, they have a broad internal audit program underway and so 
does the Navy. 
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This provision as I would understand it, would have the Director 
of the Bureau of the Budget and Comptroller General undertake a 
study as to the adequacy of internal auditing in the executive depart- 
ment and agencies and we have indicated that if you wish to make a 
special undertaking out of that we would be glad to cooperate. 

That is not as broad or is not the same thing as introducing our 
comprehensive audit program into a department. Review of internal 
audit as one element of internal control comes into play in our compre- 
hensive audit but by no means is a review of the internal audit activi- 
ties of a department more than one part of our comprehensive audit. 

In other words, a great deal of our time in Defense has been spent 
on reviewing their procurement requirements and methods, which 
their own internal audit has not contributed to substantially up to this 
point but they are also working in that field at the present time. 

Mr. Lipscoms. The only reason I brought up the comprehensive 
audit program is that you mentioned you covered the whole field and 
said that your comprehensive audit program was already in this field 
and therefore you did not think it was well to write into the legisla- 
tion. 

Mr. Brasrietp. We did not say that. We said we expect to continue 
these studies and investigations. The results of these efforts are made 
available to the Congress through our regular reporting process but 
we would be pleased to cooperate with the Congress in any special 
effort having as its objectives the improvement of accounting and in- 
ternal audit. We have no objection if you wish to write it into law. 

Mr. Lipscoms. You have no objection to section 5? 

Mr. Brasrretp. We have no objection. We wanted to review the sit- 
uation and recite the fact that we would be willing to join in it. 

Mr. Brown. You think it is a good thing and you want to tell the 
Congress you have already started it; and are willing to continue it. 

Mr. Brasrretp. We are happy to do this. If you would like for us 
to make this one a special undertaking rather than being a part of the 
program we are already carrying out, we will be happy to do it. 

Mr. Brown. That is an endorsement. 

Mr. Liescoms. That is all I have. I have one other question, Mr. 
Chairman. 

Mr. Jonas is gone. He asked me a question which I would like to 
put to you, Mr. Brasfield: Does the GAO have any idea as to whether 
the cost of implementing this bill would be more than justified by the 
savings ? 

Mr. Brasrietp. That is an intangible thing. We believe that the 
full implementation of this bill with the annual accrued expenditure 
approach and cost budgets would create a great deal of economy if 
appropriately carried out. In other words we believe that in the areas 
where the greatest part of our appropriations are spent, the procure- 
ment, particularly in defense, we think that if the recommendations of 
the Commission as provided in legislation were carried out, there 
would be tremendous savings. You will never be able to come back 
and identify them and put your finger on them and say we saved this 
much because if they failed to procure something because of better in- 
formation, you can’t document that saving. 

You can document the waste that results when you overproduce, but 
you cannot document the savings achieved when you did not procure 











50 BUDGET AND ACCOUNTING 


something in the beginning because you now have information that 
leads you to decide not to procure it. 

Mr. Liescoms. If the budget requests and expenditures then go 
down, we will know then. 

Mr. Brasrietp. Then you may have to relate that to world changes 
if you have changes in the meantime. We think that with the cost- 
based budget, property ac counting and accrual accounting and giving 
costs to management, these savings will primarily be made by manage- 
ment where they should be made, If managers have the tools of mod- 
ern accounting and budgeting to guide them we think that savings will 
come within the departments as ; well as by the review of that same 
data by the Congress. 

Mr. Brown. Won’t the adoption of these recommendations, or 
putting them into practice, aJso result in greater savings in inven- 
tories and things of that sort 

Mr. Brasrrevp. That is where the major savings will take place. 

Mr. Brown. They won’t be out buying something they already have. 

Mr. Brasrievp. That is right. 

The CuarrMan. Hamburgers. 

Mr. Brown. Yes, hamburgers. 

Mr. Brasrrecp. The major savings will be in the procurement, 
maintenance and operations. 

Mr. Brown. Mainly related to procurement ? 

Mr. Brasrievp. Yes. 

Mr. Brown. Some so-called authorities, or experts, have estimated 
that it might be possible to make savings of as much as 2 to 5 billion 
dollars a year, if proper accounting practices and budgeting were 
established, providing the Congress ‘and the people are properly in- 
formed and the law is properly administered. 

Mr. Brasrietp. We could not answer that one, sir. 

Mr. Brown. But you do think it would be large sums? 

Mr. Brasrieip. We do believe it will be. We grant you it will 
never be documented where you can put your finger on it. We be- 
lieve that managers generally want to do a good job. We think the 
mistakes they m: rake are primarily because they do not have the facts 
to operate on. We think they would exercise good judgment in most 

vases—there would always be some lapses—but the opportunity for 
savings is to give management an opportunity to exercise its judg- 
ment in an intelligent fashion having the facts. We think if they 
had that they would reach the same conclusions as would you gener- 
ally speaking, and allowing for human frailties. 

Mr. Prxcus. I have a question on one section of the bill on which 
we don’t seem to get any recommendations from the GAO. The 
executive agencies seem less than enthusiastic, understandably from 
the operations viewpoint, and yet it seems it would be one of the most 
important recommendations. I refer to recommendation 1 (b) ; that 
the budget bureau shall place in important agencies one or more well- 
qualified employees whose duties should include continuous, year- 
round review at the site of the agency of agency budget preparation 
and administration and other facets of the Bureau’s managerial re- 
sponsibilities. 

That is contained in Mr. Lipscomb’s bill on page 3, section 1 (c) of 
the bill adding section 218 to title 2 of the act. In your testimony 
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Mr. Brasfield on page 6, you apparently did not prefer to comment 
saying that the matter could best be determined by the Bureau of 
the Budget and the Congress. The Bureau of the Budget seems 
to object to that provision and just taking one agency, for example, 
the Treasury Department does not seem too enthusiastic about it. 
In that connection, I would like to ask whether following up on some 
of Mr. Brown’s earlier questions, is it not a great improvement to the 
GAO in its operation to be able to have and to have in each agency 
qualified personnel that can do onsight work rather than the old sys- 
tem where you received a mass of vouchers and went over those one 
by one? 

Mr. Brasrrecp. Of course, we think putting our people out on the 
ground where the operations go on and reviewing their management 
practices and the way they are carrying out their program is much 
more effective than sitting at a desk and reviewing vouchers. 

Mr. Pincus. In your opinion you cannot do as effective a job by 
merely reviewing papers and documents after the fact and after being 
received from the agency as you could have by having an inside view of 
what is actually going on in the agencies ? 

Mr. Brasrtexp. I think there are 2 or 3 questions involved in that. 
I would like to comment on them separately. One, I think we 
would perhaps all agree, including those who have worked at it, to 
sit behind a desk examining papers at another location is not an effec- 
tive way as talking with someone about it. The Bureau of the Budget 
does hold hearings to discuss their budget, so you have a measure of 
it. 

I do not want to get too far into the way the Bureau of the Budget 
runs their business. They can more properly answer it themselves. 

I know that the Budget Bureau representatives do go out and take 
field trips through field offices and that sort of thing. I think that is 
helpful. It gives them a better idea of the operations being carried 
on. It gives the agency an opportunity to discuss with them m: iny of 
the problems that you do not have time to do in a hearing. 

Mr. Brown. Have you ever by chance seen any of the communica- 
tions or recommendations submitted by an agency to the Budget Bu- 
reau when they wanted to create a new position or activity—the write- 
up? 

Mr. Brasrtevp. In past years I have, and from my experience in the 
executive branch I have seen some of those. ° 

Mr. Brown. You have seen some of those. They are about as good 
as any real-estate prospectus that ever came out of Florida. Those 
are submitted to the Bureau of the Budget at the present time. 
Wouldn’t it be more effective and conducive to greater economy and 
efficiency if the Bureau of the Budget had somebody down there who 
knew whether the activity was needed or not, or a certain employee or 
group of employees, and was an expert on that agency’s particular 
field of activity? Wouldn’t that be helpful ? 

Mr. Brasrtexp. I cannot disagree with the statement you make. I 
would add to it my own experience in the executive branch would indi- 

cate to me that the Bureau of the Budget does have people who are 
familiar with those things by reason of their working with the 
agencies. 

“Mr. Brown. Gener ally, but most of the checking is done down in 
the Budget office. 
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Mr. Brasrierp. There is a problem involved in this that in part, 
accounts for the reaction you get. That is the question of privity 
within an administrator’s own work force. For a period of time when 
he comes up with the budget to the Budget Bureau—and I think it 
involves the same problem as privity within the executive branch be- 
fore the President submits his budget—I think that problem gets into 
this section, and that is the general idea of having someone from the 
Bureau of the Budget sit in your administrative council, so to speak, 
in an agency I think, is repugnant to some on the basis that you 
should have some privacy of administration before some outsiders 
come into your business. 

Mr. Brown. Just a minute. I did not specifically have in mind 
that the individual should sit in on the conferences fixing up the 
budget for the department, but he would certainly be consulted if he 
were down there. He would be consulted by the Director of the 
Budget when they went over the budget submitted by the agency, 
and he should be in a better position to suggest which item be accepted 
or rejected. 

Mr. Brasrrevp. It is a question of relationships within the execu- 
tive branch and it is a difficult one. I suspenct that one of the things 
that there should be is a relatively high degree of flexibility as to 
the manner in which these operations are carried out on the part of 
any agency whether it be the Comptroller General or the Burean of 
the Budget or the Treasury. 

I think there needs to be left to the Administrator a considerable 
degree of being able to manage his own business with the resources 
that he has to get the best results. I think that is in part involved 
in this problem. I think there is also the question of relationship 
and as I say the privy of counsel within an administrator’s own field. 

Mr. Brown. May I close by saying that for 20 years I have seen 
considerable in the way of appropriation items and approved by 
the Bureau of the Budget when it came up that, I am convinced 
were not studied out in the field or checked very closely, or the items 
would not have been approved. 

They have taken somebody’s word or desire for it. 

Mr. Brasrtetp. The whole process occurs over a relatively short 
period of time and it is a massive operation and it is not possible cer- 

tainly to deal with each and every item. 

Chairman Dawson. ‘Any further questions? 

Mr. Prvcvus. I have one more on that point. Do you think that 
any budget examiner could possibly be, as a general proposition, as 
well informed as your own auditors in the agency ? 

I am not speaking of being privy to any conference but I mean 
on a day-to-day basis or as well informed as the inspector who is in 
the agency and knows what goes on in the agency on a day-to-day 
basis? Regardless of how many annual field trips he might make 
during the summer or any other type of visit of that sort, would 
vou think that would be possible? 

Mr. Brasrrevp. I think you have set up your question where you 
have your own answer. It seems obvious to me that the know ledge 
will have a relationship to the time that the individual spends in the 
agency and I could hardly answer your question in any other way 
than positively—the way you proposed it, I don’t believe. 

The Cuarrman. Mr. Henderson ? 
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Mr. Henverson. What are the arguments for the retention of the 
present budgeting system ? 

Mr. Brasrretp. There are mauy arguments on both sides. I would 
be glad to try to review them rather briefly. There are a number 
of actions that have to take place in the administration of funds. 
At the present time most of those are centered on the obligation 
process, with the thought that it keeps you within appropriations and 
undoubtedly at one time it was probably considered that it also led 
to economy. 

I think we are dealing here in part with a question of the Govern- 
ment catching up with “techniques that have developed in business. 

This same discussion of costs and control through costs is some- 
thing that has grown up in the private business w orld within the last— 
to the degree of emphasis we are now discussing—within the last 20 
years. 

There is the necessity to control funds, whether they are appro- 
priated on an obligation basis or accrued expenditures. The control 
in the case of personnel (salaries) is a relatively simple one either 
way you go and you would do it at the same point in the process. 

So I think we can dismiss as not being significant the rea] difference 
between these two insofar as personal services and expenses and 
appropriations of the ordinary garden variety. 

The differences develop in the procurement field. The difference 
is one of timing. It seems reasonable to assume that you cannot 
ask folks to tell you exactly what it will cost to procure airplanes 
that are still on the drawing board. But as they approach the point 
of contracting for those, some of that is Government furnished equip- 
ment—many different things come together—when you come within 
a year or so of the place where that plane is coming off the line you 
should have rather clear ideas of both when it will be delivered and 
how much it will cost. 

It is at that point that the cost based budget will give both the 
management and the Congress a great deal of information. 

I think this should be relatively clear and this is one of the reasons 
why we have advocated the accrued expenditure appropriation because 
we think it will enhance congressional control. 

If it enhances congressional control, it must necessarily take dis- 
cretion or freedom away from someone. You cannot increase con- 
gressional control without a diminution of agency freedom of action. 

For that reason, it is understandable that there would be some- 
thing less than complete enthusiasm on the part of the operating 
agency. 

On the other hand we feel that with good management and dealing 
effectively with the Congress, that this will be helpful to both. Then 
it will clear up much of the misunderstanding which now exists. You 
are familiar with the recurrent confusion each year in the foreign-aid 
program, of how much is authorized, how much is available, how 
much is obligated, all of the confusion that exists. We think this 
would go a long way to straighten that out. The contracting author- 
ity or advance authorization should not be expected to be detailed 
with specific individual plans but rather those authorizations should 
be on a broader basis. 

Then as you come up to the point where it is reasonable to expect 
that plans will be detailed and costs will be ascertained, the budget 
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a for that period in terms of accrued annual expenditures for 
the year ahead Congress has a right to expect rather accurate and 
det ailed work plans. 

It is within that orbit—I am sure this is a very broad question and 
we could go on into a much longer discussion. 

I will be also glad to pursue it as long as it is useful to you. 

Mr. Henperson. Thank you. Just one > other thing. I take it from 
your statement that you have no information to justify the Hoover 
Commission’s statement that $4 billion could be saved by the enact- 
ment of these recommendations ? 

Mr. Brasrrevp. We would not be able to support that figure. I 
would have to repeat that it is hard to document mistakes you do not 
make. That is true of what we are talking about here. 

In the question of change I think also we cannot overlook the human 
resistance to change. I think this is ver y important too. The depart- 
ment or agency that is getting along pretty well and has satisfactory 
relationships with its appropriation : subeommittee would have a tend- 
ency not to change anything. If they were in trouble and so forth, 
then the willingness to change comes much more readily. 

Chairman Dawson. You have spoken, Mr. Brasfield, several times 
of your experience in the Government and you stated you were in the 
executive branch and now you are with the GAO. 

Would you state for the record your background of experience? 

Mr. Brasrrexp. I am a certified public accountant. I spent ap- 
proximately 20 years in the executive branch in the business type activ- 
ities, more specifically the Farm Credit Administration, of which I 
became Comptroller, the Commodity Credit C orporation, of which I 
was both Treasurer and Comptroller at different periods. I trans- 
ferred to the General Accounting Office as Assistant Director of its 
Systems Division in 1952, and have since been engaged in the work of 
the General Accounting Office, leading up to my present assignment 
as Assistant to the ( ‘omptroller General in the Ac counting and Audit- 
ing area 

Chairman Dawson. Thank you. In the light of your past experi- 
ence, do you believe that legislation is indic ated at all? 

Mr. Brasrrevp. It is both the position of the office and my personal 
opinion that achievement of the basic financial provisions of the 
Hoover Commission recommendations will move much faster if they 
are written into law, and I refer specifically back to the summary I 
gave to Mr. Jonas earlier. 

Chairman Dawson. Does this legislation create any possibilities 
that Congress will be deprived of certain kinds of budgetary infor- 
mation ? 

Mr. Brasrtetp. I can only believe it will lead to greater information 
to the Congress. 

Chairman Dawson. Do you think that is beneficial ? 

Mr. Brasrrexp. I do, sir. 

Chairman Dawson. Does this legislation require a radical change 
in the coneept of a balanced budget ? 

Mr. Brasrtevp. I believe that recommendation No. 7 of the Hoover 
Commission when tied with cost budgeting it will greatly aid toward 

reaching a balanced budget because you would have a common denomi- 
nator to deal with. When we now look at whether or not the budget 
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is balanced in terms of expenditures and we appreciate in terms of 
obligating authority the two never come together. 

Chairman Dawson. Does this legislation also impair in any way 
the accounting responsibilities of the GAO; in other words, is there 
any revival of various schemes to make accounting wholly an execu- 
tive function ? 

Mr. Brasrrevp. I couldn’t answer, sir, as to the intent or the objec- 
tives of individuals. I would rest on the testimony that I have already 
given. We do not understand that the Hoover Commission recom- 
mendations are intended to change the functions of GAO. 

I would repeat at the same time that if legislation on functions is to 
be considered that all of the three coordinate parts, meaning the Sec- 
retary of the Treasury, the Director of the Bureau of the Budget, and 
( ‘omptroller General, should be looked at concurrently. 

Chairman Dawson. It ought not to be left up to the whim of suc- 
ceeding persons who may be heads of any department and we ought 
to make it a requirement by law where we consider a function to be 
essential. 

Mr. Brasrrevp. Insofar as dealing with a general statement of func- 
tions, that might well be true. 

To go further to a statutory position, I think you may create a 
situation that would become outmoded as circumstances in the world 
change and this statutory job does not change. 

Chairman Dawson. Don’t you think it is better to secure the present 
benefit in the light of the past conditions—secured by legislation and 
then amend your legislation to meet what the future might bring 

rather than leave it in the air when it is not operated to the best inter- 
ests of the country ? 

Mr. Brasrietp. In that connection I would say as to the basic finan- 
cial provisions, yes. As to the question of whether you leave it to the 
management to determine organization and jobs, I think that is a more 
difficult one from the legislative standpoint. 

Chairman Dawson. For instance, each agency regardless of size 
should have someone to meet the responsibility—w e won't call him a 
comptroller—but whether that was all of his duties or not, maybe he 
had other things to do. But somebody ought to be charged with that 
responsibility in each agency. 

Mr. Brasrievp. I see no objection to that. 

Chairman Dawson. Then why not make that a provision rather 
than leave it up to the discretion of the Administration. 

Mr. Brasrietp. As long as you do not create a statutory job, I 
would say yes. 

Chairman Dawson. Why not cerate a position and a statutory fune- 
tion, create the function in each agency ? 

Mr. Brasrievp. Function, yes. 

Chairman Dawson. And say that a person shall be charged with that 
responsibility. 

Mr. Brasrietp. The function, yes, the statutory job I would seriously 
question. 

Chairman Dawson. The function and the job as to doing the 
function, so it seems to me. 

Mr. Brown. I think you have something there, Mr. Chairman. 
Chairman Dawson. That’s right. 
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What we want to do is charge someone in every agency to perform 
that function and not leave it up to the direction of some succeeding 
adminstrator. 

Mr. Brown. That’s right. 

Mr. Brasrietp. I might say, Mr. Chairman, that we thought you 
did a good job on that in the Budget and Accounting Procedure Act 
of 1950 of placing that responsibility on the head of the agency for 
the first time in the history of our Government. 

Chairman Dawson. There must be some reason to do this now be- 
cause you admit there ought to be somebody in there charged with 
that responsibility. Under the 1950 act that does not hold true 
today, so consequently since that function ought to be there-—— 

Mr. Brasriecp. If your purpose is to impress upon the head of the 
agency whom you have already given the responsibility in the statute 
for the function that he should carry it out more specifically, I would 
certainly see no objection. 

Chairman Dawson. You state on page 4, at the bottom of the second 
paragraph: 

We strongly recommend the inclusion in this bill of further amendments to 
provide for stating appropriations on an accrued expenditure basis. 

Since we are considering this legislation in the Congress and since 
you are an arm of the Congress, do you have any objection to providing 
us with those amendments that you think would make this bill 
stronger ? 

Mr. Brasrrevp. We will be glad to work with you on that. 

Chairman Dawson. We appreciate that very much. Since we are 
holding these hearings and wish to bring these bills up, will you make 
time available? 

Mr. Brasrtetp. We will do our best, sir. 

Chairman Dawson. Thank you. 

Mr. Lipscomb? 

Mr. Liescoms. In view of the question you asked, I am sure Mr. 
ana’ knows I have the deepest interest and concern for the 

AO. 

Chairman Dawson. We all do. 

Mr. Lirscoms. I wouldn’t support or put my name on legislation 
that was going to take-away any of the effectiveness of the GAO as 
an arm of the Congress. The prime purpose of the legislation, in my 
opinion, is to strengthen the accounting and auditing in the execu- 
tive branch of Government. 

Mr. Brown. Will you yield there? 

Mr. Lirscoms. Yes. 

Mr. Brasrrevp. I believe that was the purpose and the intent of the 
Hoover Commission and that certainly would be my purpose and 
intent. 

Chairman Dawson. I believe your legislation was designed to do 
that. 

Mr. Brown. Yes. 

Mr. Lirscoms. I don’t want the impression to get out from your 
testimony that people should believe that the GAO has the func- 
tion of taking care of the auditing functions internally within the 
departments of the executive branch of Government. 

‘our prime purpose and mission isn’t it, is to work on the account- 
ing systems and also on the joint program to improve accounting 
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within the executive branch of Government in coordination with the 
Bureau of the Budget and the Department of the Treasury ? 

Mr. Brasrievp. I am not sure [ understand you. Perhaps your 
question indicates that I did not clearly answer it before. 

Mr. Lirscoms. May I put it this way? The GAO does not do the 
accounting and the internal accounting of the departments and agen- 
cies? You do the auditing? 

Mr. BrasFievp. That is right. 

We work with them. If I might put it in perspective by saying the 
Budget and Accounting Procedures Act of 1950 places upon the 
Comptroller General the responsibilities for aang principles 
and standards and for working with the Budget Bureau and the Treas- 
ury and the agency in the “dev elopment of such principles. The 
Comptroller General also has the responsibilities to review account- 
ing systems and to approve them when they meet the principles and 
standards which he has laid down. 

It places upon the head of the agency clearly, and that was done 
the first time in the 1950 act, the responsibility to install and main- 

tain adequate systems of accounting and internal control. 

In addition to that, the C omptroller General of course has his audit 
function, which includes the evaluation of their accounting systems 
as a part of his audit as well as the checking of the accuracy of their 
work, the broadest type of review of their management responsibili- 
ties. 

Mr. Lirscoms. As long as legislation is passed that does not jeopard- 
ize the effectiveness and responsibility of the GAO, we are on firm 
ground, and I would appreciate it if the GAO see or read into this 
legislation any place that we do jeopardize it that you point it out to 
the subcommittee. 

Mr. Brasrietp. We will be glad to do that. If that is addressed 
to the point that we think these coordinated responsibilities should 
be reviewed together, I would agree. 

Chairman Dawson. We certainly deeply appreciate it. 

Did you have a question, Mr. Poland ? 

Mr. Potanp. No, I did not. 

Chairman Dawson. We deeply appreciate your testimony and the 
time and advice you have given us a we appreciate very highly if we 
could have this suggested amendment. 

Mr. Brasrievp. Thank you, sir. We will be glad to make ourselves 
available whenever you want. 

Chairman Dawson. Thank you. 

We have with us Mr. Heffelfinger, who is Fiscal Assistant Secretary 
of the Department of the Treasury. 

Mr. Heffelfinger ? 


STATEMENT OF WILLIAM T. HEFFELFINGER, FISCAL ASSISTANT 
SECRETARY, TREASURY DEPARTMENT; ACCOMPANIED BY GIL- 
BERT L. CAKE, ASSOCIATE COMMISSIONER OF ACCOUNTS, 
TREASURY DEPARTMENT 


Mr. Herrecrincer. Mr. Chairman, and gentlemen, I am William 
T. Heffelfinger, Fiscal Assistant Secretary of the Treasury. I am 
accompanied by Mr. Gilbert L. Cake, our Associate Commissioner 
of Accounts. The Treasury has submitted various reports to the 
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committee on the pending bills and our comments and views on the 
Hoover Commission recommendations are combined and included and 
restated in this latest report dated May 18, 1956, from the Acting 
Secretary of the Treasury to the chairman of this committee. 

I will be glad to read this report as embodying the Treasury’s views 
if that has your permission. 

Chairman Dawson. Yes. 

Mr. Herrecrincer (reading) : 

This is in reply to your letter of February 21 requesting the Department’s 
views on H. R. 9402, a bill to improve governmental budgeting and accounting 
methods and procedures, and for other purposes. 

The bill would put into effect most of the recommendations on budgeting and 
accounting made by the Commission on Organization of the Executive Branch 
of the Government in its report to the Congress dated June 1955. 

In replying recently to a request from your committee for comments on the 
Commission’s report, the committee was told that the Treasury is not in complete 
agreement with the recommendation for organizing the accounting function 
but that it is in favor of the specific suggestions for simplifying and improving 
accounting procedures. 

The Treasury’s views on the provisions of H. R. 9402 are furnished in the 


attached memorandum. 
The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee. 


Very truly yours, 
W. Rawpoten Bureess, 
Acting Secretary of the Treasury. 


The views of the Treasury in the accompanying memorandum are 
as follows: 

The Treasury is in general agreement with the objectives of sec- 
tions 1 (b), 2 (a), 2 9 (b), and 3 of the bill, which are to increase con- 
gressional and executive control over expenditures. These sections 
would carry out eight recommendations of the Commission, which 
in essence are : 

Recommendation No. 2: Agencies should make annual operating 
reports to the Bureau of the Budget which in turn should report to 
the President on performance for the executive branch as a whole. 

Recommendation No, 3: Cost based operating budgets, supplemented 
by per formance reports, showid be used intern: lly by agencies. 

tecommendation No. 4: A performance type executive budget 
should continue to be tid and should be adequately supported by 
program costs and accomplishments. 

Recommendation No. 5: Agencies should synchronize their organi- 
zation structures, budget classific ‘ations, and accounting systems. 

Recommendation No. 6: Agency budgets should be formulated and 
admin istered on a cost my 

tecommendation No. 13: The allotment system should be greatly 
simplified. 

Recommendation No. 14: Accounting, budgeting, and financial re- 
porting should be on an accrual basis. 

Recommendation No. 16: Agencies should install monetary property 
ac counting. 

Section 1 (a) would carry out recommendation No. 22 of the Com- 
mission for the preparation by the Bureau of the Budget of certain 
overall financial reports. 

It is not clear just what is meant by “comprehensive reports. other 
than purely fiscal reports” which the bill would require the Director 
of the Bureau of the Budget to prepare. 
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By virtue of the nature of the Treasury’s operations as the financial 
department of the Government, it is the source of a great deal of 
fiscal data and the focal point of much of the Gov ernment’s ac counting. 

Therefore, it is not only logical but practical for the Treasury to 
be the operating center of accounting and financial reporting as pro- 
vided for in the Budget and Accounting Procedures Act of 1950. 

In this connection, the Treasury now prepares various central re- 
ports pertaining to rec eipts and expenditures, the status of appropria- 
tions, the public debt, foreign currencies, assets and liabilities of 
executive agencies long- range commitments and contingencies, and 
other reports having to do with the Government's finances from an 
overall standpoint. There appears to be no real necessity or advan- 
tage to make the Bureau of the Budget which is essentially a staff 
agency of the President, an operating agency instead of the ‘Treasury 
in this respect. 

Section 1 (c) of the bill would carry out recommendation No. 1 (b) 
of the Commission that qualified employees of the Bureau of the 
Budget be placed in important agencies as working contacts. The 
Bureau of the Budget already has close working relationships on 
budgetary matters with the executive agencies, ‘and the Treasury 
doubts that the advantages of implementing this recommendation 
would warrant the added expense. 

Section 2 (c) of the bill relates to recommendations Nos. 10, 11, and 
12 of the Commission for the establishment of an office of accounting 
in the Bureau of the Budget and the establishment of the position of 
comptroller in the principal agencies of the Government. 

The President has recently approved plans and has requested the 
Congress to provide funds to have the Bureau of the Budget give 
greater emphasis in its work to the evaluation and advancement of 
administration in the executive agencies, as a means of more rapidly 
bringing on improvement in organization and management, including 
more effective budgeting and accounting practices, throughout the 
executive branch. 

In line with this objective, an Assistant Director of the Bureau of 
the Budget, with extensive experience in public accounting, has been 
given the responsibility of developing and supervising an expanded 
accounting program for the Bureau and of providing leadership on 
behalf of the Bureau in increasing the impetus to accounting reforms 
throughout the Government. 

The Treasury does not believe it is necessary or desirable to require 
the establishment of the position of comptroller in all agencies regard- 
less of the need or circumstances which might prevail in a particular 
agency. 

Such action would be a retrogressive step from the progress already 
made in the direction of making the heads of agencies responsible for 
proper internal organization and alinement of functions. For ex- 
ample, Reorganization Plan No, 26 of 1950 places such responsibility 
on the Secretary of the Treasury. Therefore, if the position of comp- 
troller should be considered necessary or desirable, legislation would 
not be necessary to establish the position and functions. 

Section 4 of the bill would carry out recommendation No. 17 of the 
Commission that the accounting for the payment of old claims, under 
each appropriation title, be simplified. 
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Two bills, S. 3362 and H. R. 9593, have been introduced in the 
Congress to implement not only this recommendation but also recom- 
mendation No. 18 of the Commission to simplify the payment of certi- 
fiedclaims. The Treasury collaborated with the Bureau of the Budget 
and the General Accounting Office in the drafting of such legislation. 

Section 5 (a) (1) of the bill would give effect to recommendation 
No. 20 of the Commission that the Bureau of the Budget and the 
General Accounting Office make a study with the view to eliminating 
a of accounting in the Treasury and between the Treasury 
and other agencies. 

The Treasury is, of course, in favor of the elimination of duplication. 

The joint accounting program is dedicated to the elimination of 
duplication in accounting, and related paperwork and procedures, 
wherever it may exist in or between agencies of the Government, in- 
cluding the Treasury Department. 

Major accomplishments under this policy are described in the an- 
nual reports of progress of the joint program. Hence, the Treasury 
does not believe that additional studies, as recommended by the Com- 
mission, are necessary. 

Section 5 (a) (2) of the bill would carry out recommendation No. 25 
of the Commission that the Bureau of the Budget and the General 
Accounting Office make a study to determine the adequacy of internal 
auditing in agencies. The Treasury would have no objection to such 
a study. 

That.embodies our views, Mr. Chairman. 

Chairman Dawson. In other words, you are against the bill? 

Mr. Herrerrincer. Not particularly against the bill. We are in 
favor of the objectives of the bill, but whether the language of the bill 
is a proper vehicle to carry those out, we raise some questions. 

Chairman Dawson. Mr. Lipscomb. 

Mr. Lrescoms. If we could go into his comments on section 1 (a) on 
the reporting. If the provisions of the bill that you agree with were 
put into effect, wouldn't it be necessary for the Bureau of the Budget 
to receive the reports that you object to being transferred to the 
Bureau ? 

Mr. Herreirrncer. We feel that we have the basic data to prepare 
the reports. We do prepare the reports. Copies of those reports go 
to the Bureau of the Budget. The Bureau of the Budget today can 
require any reports or data it needs to effectuate its functions. 
Agencies will submit them. Many agencies are required to submit 
comprehensive reports to the Congress. Just what is intended by 
the comprehensive report to the Budget is something we cannot under- 
stand. We feel you should spell out more precisely the kind of 
reports. 

Mr. Liescoms. Mr. Chairman, with your permission I would like 
to read a section from the Hoover Commission report in regard to this 
recommendation and see if this is true. It says: 

Pxisting financial reporting fails to provide comprehensive and meaningful 
information with respect to the operations and assets and liabilities of the Gov- 
ernment as a whole as well as for major specific component activities. Financial 
facts are lacking which would inform the citizen of what the Government owns 
and owes, the extent of its contingent liabilities, and the cost of its operations. 
The fiscal reports presently published by the Treasury Department, although 
important, deal essentially with cash and related transactions. As a result their 
utility is limited. 
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The preparation and publication of comprehensive central reports should be 
a function of the Bureau of the Budget, to be exercised by the proposed Assistant 
Director for Accounting. 

The Bureau should develop these reports from financial information furnished 
by the executive agencies, including summary fiscal information furnished by 
the Treasury Department. 

That is the thought behind this recommendation. 

Mr. Herrevrincer. That was written over a year ago. In the joint 
accounting program, that has been one of the objectives, to strengthen 
the financial reporting of the Government. In line with that program 
we have recently made provision to obtain that information and to 
publicize it. It is now embodied in Treasury regulations requiring 
agencies to submit information on assets and liabilities, contingent 
liabilities, and things of that sort. As a matter of fact, the Treasury 
for years has been assembIng that data and it has been publishing 
data in those fields. It has not been as comprehensive as possibly the 
Commission intended, and that is the intention of our current reports, 
to include all agencies and all phases of Government in the reports 
of assets and liabilities and in the reports of contingent assets and 
contingent liabilities, things of that sort. 

I will be glad to submit for the record a copy of the Treasury’s regu- 
lation issued some months ago calling for these reports. This has 
been a part of the continuing program to improve accounting and 
budgeting in the Government that we are participating in with the 
Bureau of the Budget and the Comptroller General. 

Chairman Dawson. You say some months ago. How many months 
ago? 

Mr. Caxe. The regulation was issued in February. The Treasury 
has had regulations in this field for a good many years. For quite 
a while they were joint regulations with the Bureau of the Budget, 
but we obtained this type of financial information and data; that is, 
in the proprietary field of assets and liabilities, confined largely to the 
corporations. Our regulations issued last February would extend 
this type of reporting to all revolving funds of the Government. 

Chairman Dawson. That is 1956? 

Mr. Cake. Yes, sir. That is 1956. And this regulation likewise 
provides a basic framework for bringing all agencies of the Govern- 
ment into this type of reporting. 

Mr. Herreirincer. The regulation was preceded by many months 
of discussion with the agencies concerned. We wanted to be sure it 
didn’t impose an unwarranted burden on the agencies. We worked 
with the agencies, the Budget Bureau and the GAO for nearly a year 
before finally revising the regulations. 

Chairman Dawson. Was that before or after the creation of the 
Hoover Commission or the issuance of its report? 

Mr. Herreirincer. It may have been afterward. That was part 
of the impetus we have had. We have been giving most of our atten- 
tion to our basic accounting program in the Treasury. We have had 
to do first things first. We don’t have sufficient staff to operate in all 
areas. We got our central accounts established and then these report- 
ing adjustments are coming along following that. 

Chairman Dawson. So your studies were based on the Hoover 
reports, were they ? 

Mr. Herrevrincer. Yes. They preceded the Hoover reports in 
some respects. 
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Chairman Dawson. At the time the Hoover Commission made this 
study there was a need for the study and the recommendations they 
made, in your judgment? 

Mr. Herrevringer. I believe they intended we have a more elaborate 
reporting system than we had at that time. 

Chairman Dawson. Since you have voluntarily carried them out, 
what objection do you see to Congress legislatively requiring that from 
now on you make these studies ? 

Mr. Herrecrincer. We are objecting to placing this function in the 
Bureau of the Budget. It seems to be a logical function in the 
Treasury. 

Chairman Dawson. You think it should logically be placed in the 
Treasury Department rather than in the Bureau of the Budget ? 

Mr. Herrenrincer. That is right. Where the 1950 act required that 
it be placed. We think it would 1 require a duplicate organization to be 
set up in the Bureau of the Budget. 

Mr. Lirescoms. What difference does it make whether these reports 
come to the Bureau of the Budget to supplement the intentions of this 
act or whether the reports come to you? Can’t you interchange them 
without difficulty ? 

Mr. Herretrrncer. We do. When we get the reports we prepare 
a consolidated, combined report at the same time for the Government. 
In doing that the reported figures are tied in and reconciled with the 

cash operations of the Treasury. Then the Bureau of the Budget Is 

one of the users of those reports as well as other agencies of the Gov- 
ernment. We are in constant touch with the Bureau of the Budget 
to furnish them whatever reports they require. 

Mr. Lirscoms. What objection do you have to the Bureau of the 
sudget having the reports so they can utilize them all the time? What 
objection do you have to the reports going to the Bureau of the Budget 
and your picking them up from the Bureau of the Budget ? 

Mr. HerreLrincer. You can't escape the basic data of the Govern- 
ment’s fiscal operation being maintained on the books of the Treasury, 
and- we feel that all financial reports of the Government should be tied 
into the basic fiscal accounts, the cash operations of the Treasury. To 
set up a new reporting system in another agency of the Government 
is naturally going to result in duplication. The Bureau of the Budget 
would have no way of reconciling the reports it receives with the cash 
operations of the ageney. They can accept the report and make a 
consolidated statement. But they cannot be assured that the reports 
received from the agency are tied in and reconciled with the financial 
accounts maintained on the Treasury’s books without setting up a 
rather elaborate duplicating agency. That is our point, sir. 

Mr. Lirscomn. Are you “talking about setting up a larger agency 
than would be envisioned in setting up this staff in the Bureau of the 
Budget and creating a director of accounting ? 

Mr. Herre.rrncer. We feel any agency that is duplicating another 
ageney’s functions will require an organization. How large an organi- 
zation would be required I don’t know. It depends how wide the 
term “comprehensive report” is interpreted. 

Mr. Lirscoms. In my mind T don’t see what the difference is whether 
it goes to the Bureau of the Budget or to the Treasury; you both get 
the reports. 
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Mr. Herre.rincer. Yes; but it is one thing to get the reports and 
another thing to determine whether those reports are tied in with the 
overall fiscal record of the Government. So that one agency won't be 
reporting one thing to one bureau and another thing to another. They 
should have consistent reports. 

Chairman Dawson. You don’t object to these reports being sub- 
mitted to you, to the Treasury ¢ 

Mr. Herretrincer. No, sir; that is, under the existing law, our 
responsibility. 

Chairman Dawson. And you don’t object for the purposes of fol- 
lowing the expenditures and setting up a correct budget that the same 
reports be submitted to the Bureau of the Budget? Those are 2 
ditferent functions that are involved there, 2 different objectives to be 
reached. You don’t make up the budget. 

Mr. Herretrincer. The Treasury itself has to prepare certain re- 
ports. . 

Chairman Dawson. Surely you hold the money. 

Mr. Herretrincer. When we have reports from agencies, we in 
turn consolidate them into a report which the Budget Bureau uses. 
Those reports are tied to the basic accounts of the Treasury. The 
agencies do not make those reports. That is a report prepared by the 

Treasur y. If you are going to set up a duplicating reporting system 
in the Bureau of the Budget, we think it is not justified. 

Chairman Dawson. For purposes of appropriations, the Bureau 
of the Budget would be the logical place to sift out the immediate 
appropriations. You don’t do that in the Treasur y. 

Mr. Herrevrincer. No, sir; we do not. 

Chairman Dawson. In order to do that, we must have reports from 
the agency. 

Mr. Hrrre.rincer. They do. They get voluminous reports and 
justifications for appropriations today. 

Chairman Dawson. I don’t see a conflict of function here. You get 
it for one purpose and they get it for another. 

Mr. Herrevrincer. We read the bill as providing for their publica- 
tion of these reports. If that is not intended, maybe we have misinter- 
preted the bill. I do not know. 

Mr. Lirscoms. Would you have any objection to the reports as 
suggested by a previous witness just being included in the budget 
document ¢ 

Mr. Herrecrincer. They get a number of reports which are now in- 
cluded in the budget document. No, sir; that is not our function. 

Mr. Lirscoms. Well, then, really it is just a question of interpreta- 
tion of what we mean here. 

Mr. Herrecrincer. By “comprehensive reports” from the agencies 
to the Bureau of the Budget. 

Mr. Lirscoms. Mr. Chairman, as I said, I don’t see any conflict here. 
They both get reports. 

Chairman Dawson. I don’teither. That is what I am trying to find 
out, the conflict. 

Mr. Larpscoms. You agree, sir, that our Government accounting pro- 
cedures can stand having a close look made at them? 

Mr. Herrecrincer. We do, sir. We have been working in the joint 
program for 5 years toward that end. We think a great deal has been 
accomplished by the joint cooperative effort, but it is something that 
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ment, as Mr. Brasfield points out, it takes considerable time to lead 
all the constituent units into any overall change for the Government. 

Mr. Lirscoms. But you also feel that there can be more initiative 
put in on the program and that it can be strengthened ? 

Mr. Herrevrincer. Initiative will be encouraged if Congress en- 
acts this legislation, these legislative provisions which are essential, if 
they want to adopt them—cost-based budgets, appropriations on ac- 
crued-expenditure bases—that is required before any further progress 
in this direction can be made in the joint program. If Congress enacts 
that, that in itself would be the impetus that is needed. 

Mr. Lirscomn. It may take away some of the reluctance that cer- 
tain departments and agencies have to go along with the suggestions 
of the Treasury Department and the Bureau of the Budget and the 
Comptroller General. 

Mr. Herrevrinerr. I think you Will find that agencies in the fields 
where we can proceed have been very cooperative when it is within 
their means to do so. There are certain points to which the agencies 
cannot go, and neither can we go in the joint program, without hav- 
ing some further indication of the desires of Geaavese: 

Mr. Liescoms. How many people in the Treasury work on the joint 
program to improve accounting ? 

Mr. Herrecrincer. Mr. Cake has been our principal liaison. 

Mr. Lipscome. Just one? 

Mr. Herrecrincer. He works through a staff. 

Mr. Cake. We have about 15 people as a central staff. Of course, 
the accounting staffs in the various bureaus of the Treasury Depart- 
ment likewise contribute. But the staff working directly on the pro- 
gram constitutes about 15 people. 

Mr. Lirscomr. Fifteen people / 

Mr. Cake. On the average. I can supply the exact number for the 
record if you wish. 

Mr. Lirscomp. This is not criticism, but you cannot go far in this 
program with 15 people. 

Mr. Herrerincer. The General Accounting Office has been fur- 
nishing the spearhead in the joint accounting program, and they have 
a great many employees in their Accounting Systems Division to carry 
out much of the detail work. 

Mr. Lipscoms. Does the Treasury Department have anything to do 
at all with the records and documents in the agencies that support 
justification for budgets, and things of that sort ? 

Mr. Herrevrinaer. No, we do not. 

Mr. Lipscoms. So that we cannot help but get the impression, at 
least sitting on the subcommittee, that these reports going to the 
Bureau of the Budget would have a great deal of significance as a 
result of what is intended by this legislation ? 

Mr. Herrenringer. As we view it, the Budget Bureau gets all the 
reports that are now required to justify appropriations. We furnish 
any information that the Budget Bureau requires in justification of 
our appropriations. I am sure other agencies must do likewise. 

Chairman Dawson. There isn’t any need to set up a better account- 
ing system at all, if everything is all right; is that right? 

Mr. Herreirincer. We don’t say that. We are working and have 
set up what we feel is a better accounting system for the Government as 


you cannot do overnight. If you have had experience with Govern- | 
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a whole. For the last 5 years we have been working in that direction. 
The accounting system of the Treasury has been improved. It has 
been improved in a sense that it is also coordinated with the improve- 
ments being made in other agencies and it is producing information 
now which the Congress can utilize in the field of appropriations and 
obligations and unobligated balances, and things of that sort, under the 
present system. 

Mr. Liescoms. Mr. Chairman, in the work of this subcommittee 
and with some little knowledge that I have, you just cannot give the 
yublic the impression that there needs to be no correction. I don’t 
lenane what the Treasury has to do at this point with the obligated 
funds and unobligated and unexpended funds, but I have in front 
of me a report of the General Accounting Office on the Examination 
of Department of Defense Certification Under Section 1311. Have 
you had a chance to see that ? 

Mr. Herrevrincer. I believe I saw that generally. 
Mr. Lirscoms. For instance, just one item in here, says: 
fxpenditure data on the installation records do not agree by hundreds of 


millions of dollars with the official expenditures reported by the Army and 
Air Force in reporting official year-end balances and issuing certifications. 


It also says: 


The records and documents supporting unliquidated obligation balances are 
not in such form as to facilitate audit and reconciliation. 

Mr. Herrevrincer. That is the accounting of the agency. 

Mr. Liescoms. These are the things which we are trying to straighten 
out. If the Department of the Treasury is not too concerned about 
the type and adequacy of the report you are now getting, why isn’t 
this legislation strengthening this a good thing, and why shouldn’t 
the reporting to the Bureau of the Budget also be done with work 
on this type of thing year in and year out? 

Mr. Herrecrincer. We do get those reports now. They are picked 
up in our central accounts, but we canont go back to the agency and 
determine whether those reports are accurate or not. That is the 
function of the Comptroller General who, in turn, audits the reports 
which the agency sends out. He can point out whether those reports 
are accurate and whether they balance with the books of the agencies. 
That is part of our system at the moment. The accounts are predi- 
cated upon the reports of the agencies and it is the function of the 
Comptroller to audit those reports and determine whether they are 
correct. 

Chairman Dawson. Any further questions? 

Mr. Lirscoms. No, Mr. Chairman. 

Do you anticipate that perhaps we will have witnesses such as 
the Treasury people back again if we need them? 

Chairman Dawson. I am quite sure they will be happy to come 
back. ; : 

Mr. Herre.rincer. We will be very happy to come back. 

Chairman Dawson. Any further questions? 

Mr. Henderson ? 

_Mr. Henverson. I would like to ask Mr. Heffelfinger if he would 
give us his views on those recommendations on the change to a cost- 
based accounting system, and so forth, to which he has no objections, 
and to state what the arguments are for retaining the present system. 
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Mr. Herrecrineer. I think generally it is felt that as the Congress 
and the agencies are supplied with greater information showing the 
costs of particular operations and functions, they will then become 
more conscious of what is involved in the appropriating process— 
enacting appropriations for particular functions—that you give more 
attention to what that function is, what it is costing for that function, 
what that function is producing and you would be more apt to have 
a closer control of appropriations with that procedure than you can 
get now under the existing form of appropriation. I think that is 
essentially what the new recommendations boil down to in my opinion. 

Mr. Henverson. That is all. 

Mr. Poztanp. Could I ask one question ? 

Chairman Dawson. Surely. Mr. Poland. 

Mr. Potanp. I was interested in the concept advanced by Mr. Bras- 
field a while ago to the effect that any increase in executive control 
represented a corresponding decrease in congressional control or the 
converse, that they are reciprocal functions. I noticed you stated at 
the beginning here that the objectives are to increase congressional 
and executive control over expenditures. How would that happen / 

Mr. Herrerrineer. Well, takimg the Treasury’s operation as an 
illustration, the one with which I am familiar, as we in our account- 
ing system produce more information as to the expense of performing 
a particular function, we then direct our attention to looking at that 
function, to looking at that cost and, if possible, to getting that cost 
down. Why is it so high in relation to other functions? Why do 
some bureaus’ costs exceed some other bureaus’ costs? We try to pin- 
point that. 

In the executive control of our appropriation, the Secretary takes 
that into consideration. When it gets to the Congress, you can do 
likewise. You can do it on a broader base as to program, as to specific 
items of administrative cost. You can find out a particular program 
and the component parts of that program, the administrative costs 
and the other beneficial costs, and things of that sort. 

Mr. Potanp. Your answer is that it would really increase the depart- 
mental control in the first instance ¢ 

Mr. Herretrrncer. Yes, in the first instance. 

Mr. Potanp. And it could also increase congressional control ? 

Mr. HerrevFincer. That is right. 

Mr. Potanv. How would that affect the authority of the Comptroller 
General in establishing principles in respect to related procedures in 
accounting systems ¢ 

Mr. Herrevrincer. In some of our earlier reports we have raised a 
question on that as to whether there is any intent here to make any 
change by legislative function in the Bureau of the Budget. We feel 
it would be unwise to have responsibilities legislated in both agencies. 

Mr. Ponanp. You feel it is perhaps ambiguous as it now stands? 

Mr. HerrecFincer. If that can be interpreted that way. We feel 
you shouldn’t attempt to legislate accounting functions in the Bureau 
of the Budget without giving very serious consideration as to what 
functions you are legislating to the Bureau of the Budget and what 
you are allowing to remain in GAO. 

" Mr. Potanp. Is there any confusion left as to the joint responsibili- 
ties of the Bureau of the Budget and the Comptroller General and 
the Treasury ? 
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Mr. Herrecrincer. None whatsoever. 

Mr. Potann. That isclear? 

Mr. Herrecrincer. Yes. 

Mr. Poxanp. Is the question equally clear with respect to Reorgani- 
zation Plan 26 of 1950? 

Mr. Herrevrincer. The Treasury feels that that was a very progres- 
sive step in Treasury organization, Reorganization Plan 26, which 
puts all the power of the “Treasury in the ‘Secretary of the Tr easury. 
He is responsible for operating the Treasury. No subordinate official 
is. The Secretary makes his subordinates accountable to him for their 
operations, of course. But that is our principal objection to setting 
up a subordinate officer with independent statutory duties which t: ake 
away from the duties of the Secretary of the Treasury. 

We had that before Reorganization Plan 26. There were st: atutory 
duties in a number of subordinate officials in the Treasury which the 
Secretary had no jurisdiction over. 

Mr. Potanp. I have no more questions. 

Chairman Dawson. Mr. Brasfield was asked this question: Does 
this legislation impair in any way the accounting responsibilities of 
GAO? His answer was that it did not in his judgment. Do you 
agree with his answer there ? 

Mr. Herrecrincer. Well, he can more competently speak for GAO 
than I would. 

Chairman Dawson. I asked him: Does this legislation impair in 
any way the accounting responsibilities. In your judgment it either 
does or does not. His judgment was that it does not. 

Mr. Herreirincer. Well, we do not know what is intended. If the 
committee and the Congress say that is the intent, naturally it wouldn't. 
But there is ground for argument or for later interpretation if you 
put accounting responsibilities in the Bureau of the Budget without 
specifying what those accounting responsibilities are. 

Chairman Dawson. You heard the proponent of this legislation 
state that he also did not intend by this legislation to impair the 
accounting responsibilities of GAO. 

Mr. Herre.Fincer. With that background in the hearings on the 
bill, that might be the logical interpretation to be given to any legisla- 
tion that might be enac ted as a result of this legislation. 

Chairman Dawson. In your judgment, could you suggest any 
amendment or any language that we could use so as to make it specific 
that the bill is not intended in any way to impair the present responsi- 
bilities of GAO? 

Mr. Herrevrincer. I think that language you just stated would 
certainly accomplish that. 

Chairman Dawson. Maybe that will be one of the amendments 
that GAO will bring in. 

Mr. Potanv. Did Mr. Brasfield address the answer to your question 
in terms of accounting systems, practices, and procedures ? 

Mr. Brasriecp. Mr. Chairman, if I may, I thought that I had said 
it this way. We did not think that this legislation changed the Gen- 
eral Accounting Office function. We do believe that if you were 
going to legislate on function, it was desirable to review all three 
together, and by all three I mean the Secretary of the Treasury, the 
Comptroller General and the Bureau of the Budget, so there would 
not be the possibility of any overlap or duplication or inconsistency. 
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Chairman Dawson. In the light of the proposed legislation, I want 
to say that this subcommittee is open to suggestions from the depart- 
ments named in order to bring out the very best bill to accomplish the 
ends we are seeking, and we invite suggestions or suggested amend- 
ments from the different departments in order to accomplish that. It 
would be welcome in our hearings so we can bring out the best legisla- 
tion. 

Any other questions ¢ 

Thank you very much, sir. We will take the liberty of recalling 
you should we need to do so. 

Mr. Herrecrineer. We will await your call. 

ChairmanDawson. We will adjourn until tomorrow morning. 

(Thereupon the subcommittee adjourned at 1:20 p. m. until Tues- 
day, May 22, 1956.) 
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TUESDAY, MAY 22, 1956 


Howse or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION 
SUBCOMMITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:20 a. m., in 
room 1501, New House Office Building, Representative William M. 
Dawson (chairman) presiding. 

Present: Representatives Dawson (chairman), Jones Brown, and 
Mrs. Hardin. 

Also present: Representative Lipscomb; Elmer W. Henderson, sub- 
committee counsel; Orville S. Poland, general counsel; William 
Pincus, associate general counsel; and Ann E. McLachlan, clerk of 
the subcommittee staff. 

Chairman Dawson. Will the subcommittee please come to order? 

We will resume our hearings on H. R. 9402. 

This is a bill to improve governmental budgeting, accounting 
methods, and procedures, and for other purposes. 

We have been getting all kinds of mail from those who believe in 
the Hoover report, the report of the Hoover Commission. 

But as these bills are brought up to implement the Hoover Com- 
mission’s report, we find objections coming from various quarters, 
and it seems that everybody is for the Hoover Commission report until 
it affects them. 

When it affects them and changes their old order of doing things, 
then they are no longer for it. They want a lot of changes in it. 

I’m sorry Congressman Brown isn’t here, who was the author of 
the bill that created the first Hoover Commission, and who has been 
a member of both Commissions. 

In his absence, we will begin, and we will start off with Mr. Rappa- 
port, Assistant Director of the Bureau of the Budget. 


STATEMENT OF PERCY RAPPAPORT, ASSISTANT DIRECTOR, 
BUREAU OF THE BUDGET; ACCOMPANIED BY WILLIAM J. 
ARMSTRONG, CHIEF, ACCOUNTING GROUP, BUREAU OF THE 
BUDGET 


Mr. Rarrarort. Mr. Chairman, I have a paper here that I would 
like to read for the record. 

Chairman Dawson. Certainly. 

Will you introduce yourself ? 

Mr. Rappaport. My name is Percy Rappaport, Assistant Director 
of the Bureau of the Budget. 
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Chairman Dawson. The gentleman with you is? 

Mr. Rappaport. Mr. William Armstrong, of the Accounting 
Bureau of the Budget. 

Chairman Dawson. Thank you. 

Mr. Rappaport. Mr. Chairman, and members of the committee, I 
appreciate the opportunity to appear before your committee to state 
the views of the Bureau of the Budget concerning the Hoover Commis- 
sion budget and accounting rec ommendations and related legislation. 

As a matter of background, the Bureau of the Budget on Febru- 
ary 20, 1956, furnished the House Committee on Government Opera- 
tions a résumé of our position at that time on recommendations con- 
tained in the Hoover Commission Budget and Accounting Report. 

Similarly, the committee was furnished, on March 19, 1956, with 
reports covering H. R. 7209 and H. R. 7338, bills to improve accounting 
methods, and H. R. 8236, a bill to provide for comprehensive reports 
by the Bureau of the Budget. These were followed, on Mare h 23, 
1956, by a statement of our views on H. R. 9402, a bill to improve gov- 
ernmental budget and accounting methods and procedures. 

Since the preparation of these reports, there was released on 
April 29, 1956, an exchange of correspondence with the President on 
this subject, followed by a message to the Congress fromi the President 
on May 10, 1956. 

Both of these releases express appreciation to Mr. Hoover and his 
distinguished associates for the important contribution the budget 
and accounting report makes toward the improvement of financial 
management in Government, and indicate executive branch agreement 
with the Hoover Commission objectives. 

They make it clear that the executive branch is moving toward adop- 
tion of many of the recommendations, and is prepared to cooperate 
closely with the Congress on those proposals that are of mutual con- 
cern to the legislative and executive branches. 

In view of these previous reports and statements, we will take this 
opportunity to summarize our current position on the several recom- 
mendations, first covering those reflected in the legislation currently 
before your committee. 


‘ 


Staff, 


LEGISLATION 


Since H. R. 9402 covers the majority of the Hoover Commission 
proposals, I would like to begin with a statement of our views on the 
several sections of that bill. 

Section 1 (a): Hoover Commission recommendation No, 22 is re- 
flected in section 1 (a) of H. R. 9402. We previously suggested that 
these provisions not be enacted because we feel that this legislative 
requirement for comprehensive reports by the Bureau of the Budget 
would be untimely. The objective is desirable, but further develop- 
mental work on agency accounting systems and an integrated financial 
reporting system “for the Government as a whole is ne essary before 
appropriate decisions can be made as to needs to be met and the place- 
ment of responsibility for this function. 

Sections 1 (b) and2 (b): Similarly, we do not favor that portion of 
section 1 (b) of H. H. 9402 that enacts Hoover Commission recom- 
mendation No. 2 and would require performance reports from the 
agencies to the Bureau of the Budget for consolidation and submis- 
sion to the President. 
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We agree with the objective of this proposal but feel that adequate 

authority for this procedure now exists. On the basis of past ex- 
perience, the need here is to determine the best of several alternative 
approaches toward this objective and to provide sufficient staff in the 
Bureau of the Budget to insure early accomplishment of the ob- 
jective. ; 
' The remainder of section 1 (b) and section 2 (b) would require 
governmentwide use of costs for management and budgetary pur- 
poses and the development of accrual accounting systems that would 
incorporate appropriate property accounting practices. 

These subsections would enact Hoover Commission recommenda- 
tion Nos. 3, 4, 6, 14,and 16. Weare in full agreement with these pro- 
posals, recognizing that costs are an important element. in effective 
control of Government finances. 

These represent major objectives of the joint accounting program, 
under which developmental work has been proceeding on an evolu- 
tionary basis. 

Currently, we are placing greater emphasis on this work, taking 
steps to stimulate the development of accrual accounting systems in 
the agenvies, and proposing to the Appropriations Committee to in- 
corporate cost information into the budget process whenever such 
data are available in an agency. 

Our previous report on H. R. 9402 suggested amendments to sec- 
tion 1 (b) so that the use of costs in budgeting would be required only 
when the agency accounting systems produce the necessary data; and 
to eliminate the provision which requires a review of organizational 
unit performance in the budget document. 

With these amendments, the Bureau of the Budget would support 
the enactment of these provisions. 

In this connection, Hoover Commission recommendation No. 7 sug- 
gests that appropriations be made in terms of accrued expenditures 
rather than on the obligation basis. 

This constitutes an extension of the accrual principle involved in 
the proposals discussed immediately above. While recommendation 
No. 7 is not included in H. R. 9402, we believe that this change in the 
appropriation process would strengthen budget controls and assist in 
improving financial management. 

There are, however, differences of opinion as to the advantage and 
disadvantages of accrued expenditure appropriations and as to the 
methods that would be needed for the financing and control of obli- 
gations in advance of appropriations, primarily for long lead-time 
programs. 

For this reason we urge that appropriations on an accrued expendi- 
ture basis be adopted as an objective, recognizing that. it will neces- 
sarily need to be implemented on an evolutionary basis over a con- 
siderable period of time. 

With a legislative authorization to proceed in this direction, we 
believe that progress toward the ultimate objective could be mide 
more rapidly. 

Section 1 (c). This subsection, which reflects one part of Hoover 
Commission recommendation No. 1, would require the placement of 
eer of the Budget staff in the principal agencies on a rotating 
asis, 
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We recommend against enactment of this subsection on the basis of 
the administrative difficulties that would be involved in meeting the 
specified requirements, and in recognition of the fact that such an ar- 
rangement might constitute a disruptive influence on established Bu- 
reau-agency relationships. 

In contrast, the remainder of recommendation No. 1—which sug- 
gests strengthening the management and budgetary functions of the 
Bureau of the Budget—is of major importance because it has a direct 
bearing on the ability of the Bureau to effectively implement many 
of the recommendations in the budget and accounting and other reports 
of the Hoover Commission. 

This is not covered by H. R. 9402, but we have recently taken action 
along the lines of the Commission’s proposal by submitting a supple- 
mental appropriation request to the Congress which would be used to 
expand the Bureau’s activities. 

Section 2 (a): This covers recommendation No. 5 of the Hoover 
Commission which calls for further synchronization of organization. 
budget, and accounting classifications. This is highly desirable—a 
goal toward which we have made a good deal of progress in recent 

ears. As we have previously indicated, this legislation is unnecessary, 
ut if it were considered desirable, the Bureau of the Budget would 
have no objection to such a provision. 

Section 2 (c) : To provide increased impetus on accounting reforms, 
the Hoover Commission urged the executive branch to assume more 
leadership in this improvement effort by establishing a staff Office of 
Accounting in the Bureau of the Budget and by establishing comp- 
troller positions in the principal agencies—with the provision that 
the Office of Accounting would assist the agencies in strengthening 
their financial organizations. 

This was proposed in the Commission’s recommendations Nos. 10, 
11, and 12. 

Action toward implementation has already been initiated by the 
Bureau of the Budget—the small accounting group staff that pre- 
viously acted as the Bureau’s representatives in the joint accounting 
program has been placed under the jurisdiction of an assistant director. 

This official has been given responsibility for development of leader- 
ship in accounting improvement in the executive branch. On the use 
of agency comptrollers, we feel we should avoid the imposition of such 
a fixed pattern of organization in the agencies. Rather, we intend to 
emphasize the need for effective coordination of the budget and ac- 
counting functions through use of organization facilities most appro- 
priate to the individual agencies. 

In both of these proposals, we understand that the purpose of the 
Hoover Commission was to propose these enmeninabisial arrangements 
for consideration of the heads of the respective agencies, rather than 
to suggest the passage of legislation on the matter. 

Accordingly, and in view of the action underway, we feel the pro- 
posed legislation would be undesirable. 

Section 3: Hoover Commission recommendation No. 13, suggesting 
simplification of agency allotment structures, would be implemented 
by this section of the bill. We plan to continue and strengthen our 
efforts toward the objective of this proposal and would have no objec- 
tion to legislation establishing congressional intent on this subject. 
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Section 4: This section of the bill, providing for agency use of a 
single account for liquidation of obligations, covers Hoover Commis- 
sion recommendation No, 17. 

Your committee has recently held hearings on separate legislation, 
designated as H. R. 9593, which we believe will more effectively carry 
out the objectives of this recommendation and also implement rec- 
ommendation No. 18—which suggested settlement of valid claims in 
the agencies rather than the General Accounting Office. In view of 
this, section 4 of H. R. 9402 would be unnecessary. 

Section 5: The last section of this bill would implement Hoover 
Commission recommendations Nos. 20 and 25. These call for joint 
General Accounting Office-Bureau of the Budget studies of duplicate 
central accounts and internal auditing in the Government. Con- 
tinuing attention has been and will be given to these subjects under 
the joint accounting program and we therefore feel this section is 
also unnecessary. 

H. R. 7209 and H. R. 7338: These two bills contain the same pro- 
visions as secion 2 (c) of H. R. 9402. Our views on these bills have 
been covered in relation to that section. 

H. R. 8236 

Mr. Brown. Just a minute. May I ask a question on that point? 

The bill which you referred to is H. R. 9593, on which we held 
hearings in this committee, that is the bill in which the Se 
of Defense was given an exemption to the procedures under that act 

Mr. Rappaport. I don’t recall that. 

Mr. Jones. An amendment prevailed in the committee to permit 
the restoration of funds or unexpended balances. 

In recent disclosures from the Comptroller General would suggest 
that that amendment then was not very wise and very prudent in its 
application. Isn’t that true, sir? 

Mr. Rappaport. I have no knowledge of what the Comptroller 
General reported in that connection. 

Mr. Jones. Have you read the paper ? 

Mr. Raprarort. I do, but don’t I am qualified to express an opinion 
on what I read in the paper. 

Mr. Jones. Isee. Thank you,sir. That is all the questions I have 

The reason I propound those questions to you, Mr. Rappaport, is 
that you make reference to the bill and I thought you had some knowl- 
edge of the amendment that was carried in the committee which made 
certain exemptions. 

Mr. Rappaport. Mr. Armstrong would like to comment on that. 

Mr. Jones. Yes, sir. 

Mr. Armstronc. The bill as originally considered provided, in the 

case of appropriations, that not later than 90 days after the end of 
the year the unobligated balance would be written off and an amount 
equal to the unliquidated obligations would be set up in a consolidated 
account for prior years. The original bill contemplated too that if 
that amount was insuflicient—if the Se, turned out to be greater 
than the obligations outstanding—then the agency would use current 
year appropriations to pay the difference. I think the purpose of 
the amendment was that if agencies did not have sufficient money in 
a current year appropriation, , they would be allowed to restore from 
the amount that was previously written off the equivalent of the excess 
of the payments to be made over the unliquidated obligations. I don’t 
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believe that that is a serious defect in the bill. I don’t think it hurts 
it too much. 


Mr. Jones. I think there will be some differences of opinion on 
that point. 

Chairman Dawson. Mr. Pincus? 

Mr. Pincus. Mr. Rappaport or Mr. Armstrong, pursuing Congress- 
man Jones’ inquiry, would H. R. 9593 as now written, with or without 
regard to the amendment, prevent the situation described by the 
Comptroller General in his testimony yesterday ? 

In other words, the overobligation of approximately $400 million 
which remain under the control of the Department of Defense ? 

Mr. Armstrone. I am not familiar with yesterday‘s testimony. 
This $400 million was what, obligated ¢ 

Mr. Pincus. Overobligated and kept under the control of the 
agency. 

Mr. Jones. We will have a continuation of it as long as exceptions 
and exemptions. 

Mr. Rarraprorr. I haven’t had an opportunity to review this sit- 
uation. 

Mr. Jones. I appreciate that. Since it was a subject of discussion 
before the committee I thought it appropriate at this time to com- 
ment on the action of the committee since you had brought into dis- 
cussion the bill which I referred to. 

Mr. Rarrarort. H. R. 8236: Similarly this bill contains provisions 
like those in section 1 (a) of H. R. 9402 and our views were given in 
discussing section 1 (a). 


OTHER HOOVER COMMISSION RECOMMENDATIONS 


The comments thus far reflect our views on the legislation before 
the subcommittee. Our position on other Commission recommenda- 
tions may be summarized as follows: 

Recommendation Nos. 8 and 9: These twe proposals suggest that 
legislation for continuing programs that are not susceptible to ordi- 
nary budget controls be enacted for a limited term to permit periodic 
review in the Congress and the Bureau of the Budget. We have recog- 
nized the need for such reviews on a regular basis and will continue 
this practice, proposing legislative amendments whenever considered 
desirable in the light of current budget policy. 

Recommendation No. 15: This proposal suggested that revolving 
funds should be reviewed to determine their value to management. 
This has been done as part of the budget process and will be continued. 

Recommendation No. 19: The Commission suggested that the Comp- 
troller General be given authority to relieve accountable officers except 
in cases of fraud or negligence. As previously reported, legislation 
on this subject was enacted soon after release of this Commission 
report. 

This legislation varies somewhat from the recommendation but 
should, for all practical purposes, produce the desired results. We 
intend to observe operations under the enacted legislation to insure 
attainment of the desired objective on a practical basis. 

Recommendation No, 21: This called for improvement and modern- 
ization of Treasury’s central reports. We completely support this pro- 
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posal and have been working toward this goal under the joint account- 
ing program. This will continue as a major objective of that program. 

We appreciate this opportunity to express our views on the signifi- 
cant proposals resulting from the Hoover Commission study of ; gov- 
ernmental budgeting and accounting. This has been of considerable 
assistance to the executive branch in reviewing the complex practices 
involved. 

The Commission’s recommendations and the proposed legislation 
support many of the objectives of the joint accounting program, and 
we feel that they will prove valuable in bringing about significant 
improvements in the financial management of the Government’s 
affairs. 

Thank you. 

Chairman Dawson. Mr. Jones, any questions? 

Mr. Jonrs. No questions. 

Chairman Dawson. Mr. Lipscomb? Pardon me, Mr. Brown. 

Mr. Brown. No, go ahead, Mr. Lipscomb, first, please. 

Mr. Larscoms. Mr. Rappaport, first can you clarify what you are 
for in H. R. 9402 ¢ 

Mr. Rappaport. I could state it in these brief terms, perhaps, that 
we are especially interested in three things: 1, accrual accounting; 
2, cost-based budgeting ; and 3, appropriations on accrued-expenditure 
basis. 

These are the three things that we are primarily interested in and 
we think they are the important. substance of the Hoover Commission 
report. 

Mr. Lirscoms. If you don’t need legislation on some of these other 
things to put a little more emphasis on budget and accounting, why 
do you need legislation on cost-based budgeting and accrual account- 
ing and accrual budgeting ? 

Mr. Rappaport. We think that under the present procedure these 
features are not called for and, in order to accomplish this objective, 
we would favor legislation. 

Mr. Larscoms. But do you need legislation to do that 

Mr. Rappaporr. I am not technically qualified to answer. 

Mr. Lirscoms. You have testified that you don’t need these other 
items. 

Mr. Rappaport. It is our opinion that we don’t need these. 

Mr. Liescoms. Can you determine why your opinion is that you 
need legislation on some of the others ? 

Mr. Rapraporr. In some cases the legislation already exists. If 
we had a framework for these particular procedures that I just re- 
ferred to, then I think in respect of the other instances, many of the 
suggestions would develop in the normal course of events. 

Mr. Lirscoms. Do you need legislation to put cost-based budgeting 
into effect ? 

Mr. Rappaport. I don’t think we really need it in the absolute sense 
but it would certainly speed up the objective that the Hoover Com- 
mission is representing here. 

Mr. Lirscoms. Didn't the first Hoover Commission recommend cost- 
based budgeting ? 

Mr. Rappaport. As far as I know it was just the performance-based 
budgeting. 
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Mr. Lipscoms. Would that necessarily bring about. cost-based ac- 
counting ¢ 

Mr. Rarpaporr. I don’t think so. 

Mr. Lipscoms. You can adequately submit a performance or pro- 
gram budget to Congress without having a cost-based budget and 
accrual accounting ? 

Mr. Rappaport. I would be of that opinion. 

Mr. Larscome. How would you get a performance budget on that 
basis? 

Mr. Rappaport. It wouldn’t be meaningful but it could be done. 

Mr. Lipscoms. In other words it wouldn’t mean a thing 

Mr. Rappaporr. I agree with that, sir. 

Mr. Lirscoms. To get an adequate program or performance budget 
you would need cost-based accounting and accrual accounting ? ) 

Mr. itappaPort. Yes, sir; that would be my opinion. 

Mr. Lirscoms. So when the first Hoover Commission made the rec- 
ommendations they were talking about a cost-based budget? 

Mr. Rappaport. I think that was probably implied. 

Mr. Liescoms. And it has not been done to this point? 

Mr. Rappaport. It has in certain agencies but en not been carried 
through to its ultimate conclusion. 

Mr. Liescoms. What you are telling the committee this morning is 
that the reason you want certain portions of this legislation is to get a 
statement of policy from Congress? 

Mr. Kappaporr. That would be very important as an objective. 

Mr. Liapscoms. You are not willing to start it without a statement 
of policy from Congress ? 

Mr. Rappaport. We have already done that. The joint accounting 
program has been working in that direction, but this would speed it 
up, at least that is my opinion. 

Mr. Liescoms. How many people on your staff do you have or have 
you had rather working on the joint program to improve accounting ? 

Mr, Rapparort. We have an accounting staff of eight people. 

Mr. Lirscoms. On the joint program to improve accounting ? 

Mr. Rappaport. I would say about four were working on the joint 
program. 

Mr. Larscomp, And I believe yesterday the Department of the 
Treasury testified they had 

Mr. Rappaport. Excuse me. 

Mr. Liescome. I believe the Treasury Department testified yester- 
day that they had 8 or 9. 

Mr. Rappaport. I did not hear that testimony. I wasn’t here yes- 
terday. : k 

Mr. Lirscoms. How many agencies are you working with to get this 
joint. program set up? 
~ Mr. Rappaport. There is still the General Accounting Office that is 
working on this program. They have contributed many more people 
than either the Treasury or we. 

Mr. Lipscoms. Yes, I realize that. 

I mean you are putting a lot of emphasis on the joint program to 
improve accounting, and to say the kindest thing we can, it is very in- 
sufficient and inadequate at the present time. ! 

Mr. Rappaport. In that connection I might add—and I think you 
will find it mentioned in the statement I just read—that we are hope- 
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ful of augmenting our staff so that greater progress in the joint pro- 
gram can be achieved. 

Mr. Lirscoms. Now in section 1 (a) of your statement you say that 
comprehensive reports by the Bureau of the Budget would be unt imely, 

Mr. Rappaport. We think it would be untimely until the agencies 
and departments develop cost systems. 

Mr. Larscoms. Isn’t that true with a great many of these things, that 
by writing the law we are not going to get them done, that you have 
to work toward the goal of comprehensive e reports / 

Mr. Rappaport. That’s right. 

Mr. Liescoms. And therefore if you are for a policy declaration 
by Congress, we are telling you that you should work toward some 
comprehensive reports by the Bureau of the Budget. So what do 
you have against us writing into the legislation that C ongress desires 
seeing some comprehensive reports / 

Mr. Rappaport. We say the objective is desirable. 

Mr. Lrescoms. Then you say, “but further developmental work on 
gency accounting systems and an integrated financial reporting sys- 
tem for the Government as a whole is necessary. * * *” 

We recognize that in this legislation. So what we would be doing 
in this legislation would be telling you that we should establish more 
people in this division to get comprehe nsive reports. So wouldn’t 
you say that section 1 (a) is desirable as an expression of intent of 
Congress ? 

Mr. Rappaport. Well, we think the objective is absolutely desirable. 

Mr. Lrarscoms. So you would have no objection if something like 
that was ineluded in the bill. 

Mr. Rarrarort. We couldn’t object to it ; no, sir. 

Mr. Lirscome. Are you at the present time doing anything to imple- 
ment the recommendation to obtain adequate and comprehensive re- 
ports so that you can adequately prepare the budget and send 
information to Congress ? 

Mr. Rappaport. Yes, sir. 

Mr. Lirescome. In what respect? 

Mr. Rappaport. Those agencies which are on accrual accounting— 
that is certain sections of agencies—have been supplying the Bureau 
with reports compiled on that basis. 

Mr. Lipscoms. How many agencies are doing that ? 

Mr. Armstrona. In the past year we rec eived cost- type budgets as 
part of the budget justifications from 14 agencies representing 37 

appropriations. That doesn’t cover all of those 14 agencies, but it 
does cover certain appropriations within such agencies so that in addi- 
tion to the regular budget on the obligation basis we have, in the 
justification material, budgets on a cost basis. We would like to move 
one step further and get those cost-based budgets in the budget 
document. 

At present, it looks like there will be 63 additional appropriations 
this year where the agencies will be able to prepare budgets on the 
cost. basis. 

Mr. Lrescoms. What is the total amount of annual appropriations 
in those 14 agencies ? 

Mr. Armstronea. I don’t have those amounts here, but I can tel] you 
the agencies involved. 

Mr. Lirscoms. By dollar volume they are very small, is that true? 
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Mr. Armstrone. Let’s see. There is the Atomic Energy Commis- 
sion for one, the construction appropriation. The maintenance and 
operation appropriation is on a cost basis in the budget document 
now. That was put on the cost basis several years ago. 

Mr. Lirscoms. Couldn’t you tell the committee that there are only 
2 or 4 agencies that are working on this plan now, the Bureau of the 
Mint, the Atomic Energy Commission, and 1 or 2 others perhaps ! 

Mr. Armerronc. There are four of the regular appropriations in 
the budget document on the cost basis, that is the AKC maintenance 
and operation appropriation, one appropriation for the Government 
Printing Office, the Bureau of the Mint, and the Canal Zone Govern- 
ment. Those are the four that are printed on a cost basis and we would 
like to get these others on the same basis. 

Mr. Lirscoms. You object also to sections 1 (b) and 2 (b). You 
again agree with the objectives of the proposal but state that you have 
adequate authority at the present time. 

You say: 

On the basis of past experience the need here is to determine the best of several 
alternative approaches toward this objective and to provide sufficient staff in 
the Bureau of the Budget to insure early accomplishment of the objective. 

What are your plans? 

Mr. ArmstrronG. Several alternatives have to be considered there, 
Mr. Lipscomb. As you may know several years ago the Bureau got 
management reports from the various agencies. It felt that those 
probably were not too satisfactory. We ‘have been thinking that it 
might be more effective if this reporting procedure were geared i 
with the budget process. 

In other words when the agencies come in with their estimates, 
they should supply more information on performance supporting 
those estimates. We think that might be a more effective way to do it 
and then from that information could be pulled together the high- 
lights for information on the Government asa whole. There are some 
other alternatives. We agree with the objective, but we want to feel 
our way to see what is the best way to do it. 

Mr. Lirscoms. Would you explain to the committee what you mean 
by performance report ? 

Mr. Armstrong. Performance reporting means significant and 
meaningful classifications of the work that an agency does, with such 
supporting data as may be necessary, and the cost of doing that work. 
That is where costs come in. Obligations don’t give you the informa- 
tion to determine performance. In other words if you do a piece of 
work you should know what it costs, so you can be in a better position 
to know whether the Government is getting value for the money it 
expends. 

Mr. Liescoms. Why haven't you done all of this—— 

Mr. Jones. Will the gentleman yield for a further question for 

arification of your answer ? 

Mr. Liprscomn. Yes. 

Mr. Jones. What procedures does the Bureau of the Budget make 
to examine the activities of an agency to determine performance / 

Is it just an examination of the record submitted by the agency o1 
is it actual participation of the examination of the physical properties 
as well as the examination of reports / 
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Mr. Armsrronc. That varies. It includes many things. It might 
include all of those things. It might include an inspection of the 
agency on the site, to see how it is operating. It might be a review of 
reports. And where the financial information is set forth in terms of 
costs, it would include a review of reports relating costs to the work 
done. 

Mr. Jonxs. And how close is the scrutiny placed upon the Depart- 
ment of Defense in the examination of their performance and record 4 

Mr. Armsrrone. I don’t know. It is our military division that 
handles defense. I don’t know that I can speak too authoritatively 
on that. 

Mr. Jones. That isall. Thank you, sir. 

Mr. Lirscoms. As we discussed before, in 1949 the Hoover Com- 
mission recommended the performance budget that you are talking 
about. Why is it that from 1949 to the present tume more activity 
or more accomplishments have not been made in this field if you are for 
the objective ? 

Mr. Armsrrone. Well, it takes a long, long time to go through a 
transition such as this and it seems to me that considerable progress 
has been made in the last few years. A great deal of progress has 
been made. If you look back several years to the first Hoover Com- 
mission, and to the time the joint accounting program was established, 
[ think all of the emphasis was put on accounting mainly from the 
obligation point of view. There were certain exceptions of course. 
One of the major objectives was to stay within the limit of the funds 
appropriated by Congress. That meant recording the orders you let 
and contracts and so forth. There also was little emphasis placed 
on cost accounting. There was quite a bit of accounting done cen- 
trally in the Treasury Department and in the General Accounting 
Office. 

All of that central paper mill has been pretty weil cleaned out and 
the agencies have been put in a position where they can go ahead and 
cle velop accounting to meet their own needs. And agencies I think on 
the whole have made pretty good progress. 

There is a long way still to go. We hope we can give some more 
push to this effort so that progress will be speeded up. 

Mr. Lipscoms. You indicate in your statement that the bill should 
be amended so that the use of costs in budgeting would be required 
only when the agency accounting system produced the necessary data. 
By your past experience how long do you think this will take? 

‘Mr. ArmsrronG. Well, that would be pretty difficult to even guess. 

Mr. Brown. That is called the $100,000 question. That is above the 
64,000 question. 

Mr. Armstrrone. That’s right. 

Mr. Lirscomn. Do you feel that legislation such as that before this 
committee could help the Bureau of the Budget indicate to the agencies 
and departments of Government that Congress is interested in getting 
adequate figures to justify the budget that they are voting on for the 
people ? 

Mr, ArmsrronG. Very definitely. I think legislation on this would 
be the greatest impetus to this work that we could have. If the frame- 
work were laid out, then I think progress would move ahead. 

Mr. Larscoms. Mr. Rappaport indicated in his statement that you 
recommend that recommendation No. 7 of the Hoover Commission 
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report, which has to do with an acerued budget, be amended into this 
bill, if the committee saw fit. How can you get an accrued budget 
before you get the cost system ¢ 

Mr. Armsrrona. If that were set forth in legislation as an objective, 
agencies could work toward that objective, just as rapidly as possible. 
You can’t put all agencies of the Government on this basis on any 
given day. It isa transitional proposition over a considerable period 
of time. 

Mr. Lirescoms. As I understand the testimony, you have no objec- 
tions to 1 (b) or 2 (b) in the bill, with perhaps the simple amendment 
that was suggested ? 

Mr. Armsrrone. Yes, that amendment applies to three subsections, 
210 (a), (ce), and (d). We think the words “as soon as practicable” 
ought to be in there because section 2 (b) says, as soon as practicable 
agencies should maintain their accounts on the accrual basis. Until 
they are on the accrual basis you cannot have cost-based budgets. 

Mr. Larscoms. On section 1 (c), I believe that at least I recognize 
some of the arguments as being valid against the placement of people 
in the agencies. What do you mean by “it would constitute a disrup- 
tive influence on established Bureau-agency relationships” ¢ 

Mr. Rappaport. The agencies and the Bureau are now working on 
a cooperative basis and by assigning people to an agency we could very 
well have clashes of personality which might be harmful. In addi- 
tion to the disruptive factor, we would also find ourselves in a position 
where we would have to have a tremendous increase in the Bureau staff 
in order to cover the area that is indicated here. I personally think 
that there is a third factor. That is this, if a Bureau examiner is 
located in an agency on a permanent basis or to have the extent indi- 
cated here, he could very often have lost his objective approach to 
many problems that would come up. 

Mr. Lrescoms. The bill specifically states that he should be rotated 
every 2 years. 

Mr. Rappaport. Yes; but 2 years is a long time. 

Mr. Liescoms. How does anyone in the Bureau of the Budget ever 
get familiar with an agency in a short period of time, and how in the 
short period of time that you have does the Bureau ever get familiar 
enough to know exactly what is going on in that department? 

Mr. Rappaport. They don’t know precisely what is going on, but 
they know generally, because they are living with the agency problems 
constantly. 

Examiners are assigned to the various agencies and they know all 
the problems that exist in these agencies. They are studying them 
constantly and they are reviewing and estimating the dollar effect. 

Mr. Lirscoms. How long do you leave an examiner with a specific 
agency at the present time? 

Mr. Rappaport. An examiner would be assigned to an agency for 2 
to 5 years and in some cases 10 to 15. 

Mr. Lirescoms. Don’t you run into the same difficulty that they be- 
come so friendly and know each other so well so they don’t have an 
objective viewpoint on that agency ? 

{r. Rappaport. There is that danger. But I think that is a lesser 
danger than exists under the proposed bill. 
Mr. Liescoms. Why? 








his 


get 


ive, 
ble. 
ny 


iod 


jec- 
ent 


ns, 
le”? 
ble 
itil 
ze 
ple 
up- 

on 
er'V 
di- 
ion 
ink 
‘is 
di- 


to 
ted 
ver 
the 
lar 


put 
ms 


all 
em 


fie 
r2 


an 


ser 








BUDGET AND ACCOUNTING 81 





Mr. Rappaport. I think by living with an agency continuously as a 
sort of a guest one’s viewpoint pars» very often become distorted to a 
greater extent than is the case when visits are made intermittently. 

Mr. Brown. What is the difference between a representative of the 
Budget Bureau or an examiner living in somebody’s house as a guest? 

Mr. Rappaport. We are talking about an examiner who is a repre- 
sentative of the Bureau. 

Mr. Brown. You say you don’t want these budget representatives in 
the Bureau because they might become involved, and so forth and so 
on, and you say the same danger exists with an examiner. What is 
the difference between the two of them living in the agencies’ houses, 
as you call them. Aren’t they subject to the same influence ? 

Mr. Rarpaporr. A greater degree of independence is achieved if you 
just call on these people from time to time. 

Mr. Brown. You say you call for several years, that is a long visit. 
You say your examiners stay several years. 

Mr. Rappaport. They call on them on a spasmodic basis. They 
don’t stay on there indefinitely. They may come in for a review that 
might take a day or a week or a month and then step out again. 

Mr. Brown. Let’s take the Defense Department we were talking 
about a while ago, how long do your examiners stay there spasomodi- 
cally? How long between spasms? 

Mr. Rappaport. I don’t know how long our examiners stay there. 

Mr. Armstronc. That varies. 

Mr. Rappaport. I can’t answer your question specifically. I don’t 
know of my own knowledge. 

Mr. Brown. Just take a guess. Everything else we get up here 
is based on a guess. You might as well doa little of that. How long 
does one of those examiners stay ? 

Mr. Rappaport. How long is he assigned ? 

Mr. Brown. You say he checks spasmodically. How long are these 
spasmodic visits ? 

Mr. Rappaport. I said that the examiners are assigned to an agency 
or to a bureau for several years. 

Mr. Brown. Yes, and then you said he just 

Mr. Rappaport. Then he visits this agency during that several] 
years on an intermittent basis. 

Mr. Brown. How long are these periods, these intermittent bases? 
How long does an examiner, or the examiners that are examining the 
Defense Department, stay in the Defense Department and check it? 
They just don’t run over to the Pentagon once every 3 months or some- 
thing, do they ? 

Mr. Rappaport. No. 

Mr. Brown. Are they there every day? 

Mr. Rappaport. I don’t think they are there every day but they do 
call very frequently. 

Mr. Brown. They miss Saturdays and Sundays. Nobody works 
but Congressmen on Saturdays and Sundays. Are they there week in 
and week out, or what? 

Mr. Rappaport. They are assigned to the agency on a week-in and 
week-out basis. 

Mr. Brown. What do they do when they are not visiting the agency ? 

Mr. Rappaport. They have a tremendous amount of study to do as 
a result of reports and information that come to them. That can be 
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done in their own office and does not have to be done in the Pentagon. 

Mr. Brown. I have never been able to understand how the Budget 
Bureau can actually know what amounts should be put in the budget 
figure, or in the budget sent to the Congress, and especially so if they 
just have examiners go out spasmodically. 

I have been in Government for a long time and I have found that 
it is not unusual for Government agencies to ask for a lot more than 
they need, thinking, “Well, if they cut us, we will still be all right.” 
I have had heads of agencies say to me, when the cut has been 10 
percent or 20 percent, “Well, we still have 10 percent more than we 
expected.” What the Hoover Commission has been trying to do is to 
get at this situation where, through the Budget Bureau, the Congress 
may be better informed as to what should be appropriated out of the 
people’s money to run these agencies; what is actually necessary, and 
what is not necessary, to eliminate as much waste and extravagance 
as we can, and get as much efficiency as possible. 

I am not sure that you went too far in the Budget Bureau—and I 
don’t mean you personally, because others have been there—in putting 
into effect some of the recommendations and suggestions made by the 
first Hoover Commission. You gave lip service to the matter, as I 
see it. 

I think there has been more attention given to some of the reforms 
recommended by the Hoover Commission this time. 

But I think what Mr. Lipscomb, if I can read his mind, wants 
Congress to do, is to not depend upon the will of some individual 
budget director or some individual admimistration, but, instead, to 
write a policy and say, “Here is what we expect you to do and want 
voutodo.”  , 

You say you want to do these things that are spelled out here, but 
that it is unnecesary to write them into law. 

What on earth is wrong with backstopping you and giving you 
greater authority, greater impetus, and greater right to do what you 
want to do, by passing a law? 

Mr. Rappaport. In the case of the recommendation which is a very 
specific recommendation, an examiner is to be assigned to an agency 
for 2 years on a rotating basis. 

Mr. Brown. I am not quarreling with you on that. Mr. Lipscomb, 
I apologize again. In a lot of things you say “untimely,” “ authority 
now exists,” “we agree, but unnecessary,” “unneeded,” “all right, but 
being done now.” That is what I quarrel with. 

Mr. Rappaport. In my humble opinion, I don’t think we often ac- 
complish the objective that we are after by establishing a strict pro- 
cedure. I think when we are dealing with professional people, such 
as we have in the Bureau of the Budget, we should give them a certain 
amount of flexibility in certain areas. 

Mr. Brown. That’s right. But we have also had the experience 
that when a commission like the Hoover Commission which is an 
arm of the Congress, or when a committee such as this, Mr. Chair- 
man, has expressed in its reports the desire that certain things be 
done, too often these individuals will decide for themselves whether 
they ought to do them. And often it becomes necessary in the public 
interest—and after all the Congress does represent the people—to 
spell it ont in law. Even then we have difficulty in getting them to 
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do what we say should be done, or what the Congress says should be 
done, and ‘what the President approves by signing the law. 

I just can’t understand the attitude that is taken on this thing: “Oh, 
this is fine, this is all right, but we are already doing it and there is 
no necessity to make it permanent law.’ 

Neither can I understand why many of the administrative orders 
issued by the President to do certain things recommended by the 
Hoover Commission seemingly have not been done r: ipidly, or have 
met with the dragging of feet in a lot of the agencies in the Te 
ment. 

Mr. Rappaport. Of course you know when you are speaking of 

rapidity, you are speaking of a tremendous institution here and things 
are not done overnight. It just takes time. 

Mr. Brown. But if you are going to walk a mile you always take 
the first step. 

Mr. Rappaport. That is very true. 

Mr. Brown. I beg your pardon for jumping. 

Mr. Liescoms. It is perfectly all right. Going back to Mr. Brown’s 
question, how many experts do you have working, for example, with 
the Department of Defense? 

Mr. Brown. I never got that answer. 

Mr. Rarrarorr. I do not have the figure in mind. 

Mr. Brown. Is it true that the principal function the examiners 
have is to rely upon the reports coming over to the Bureau of the 
Budget from the Department of Defense and review them and turn 
them over. 

Mr. Rappaport. They review them and evaluate them. In the case 
of programs it becomes possible to price them out. By doing that 
you can get a very close check on what a particular agency is request- 

ing in the w ay of budget appropriations. 

Mr. Brown. How can they price them out without adequate internal 
costs and performance records ? 

Mr. Rappaport. Well, there is a great deal of information available 
in the various agencies. This information may not be integrated 
perhaps but it is useful information and can be applied to arrive at 
the objective. 

Mr. Brown. Are you familiar with the General Accounting Office 
report on the examination of the Department of Defense certification 
under section 1311? 

Mr. Rappaport. No, sir. 

Mr. Brown. That came up earlier in the testimony in regard to one 
item, the $400 million military defense aid appropriation. It says— 
perhaps, Mr. Chairman, I will read this into the record because it 
came up earlier: 

No. 1 of that a says at least $400 million of military aid appropriations 
overstated at June 30, 1954, and retained in violation of the Mutual Security 
Act of 1954, were still nae retained at June 30, 1955. 

Would that be of any concern to the Bureau of the Budget in their 
programing for 1957-58? 

Mr. Rappaport. It certainly would be. 

Mr. Brown. Did the Bureau of the Budget know about that? 

Mr. Rarraporr. I can’t answer that of my own knowledge. 
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Mr. Brown. For instance, another item which is of concern, in my 
estimation, to the Bureau of the Budget—and one of the reasons for 
the bill—is No. 2 of this report. It says: 


The records and documents supporting unliquidated obligations balances are 
not in such form as to facilitate audit and reconciliation. 


No. 3 is: 


General trial balances were not run by the Departnients’ subbalances on 
individual documents and reconciled to control accounts. In those instances 
during the examination where it was possible to try and reconcile the documents 
to control accounts, the control accounts were found to be overstated. 

The Bureau of the Budget, without adequate help in the way of 
emphasis by Congress, cannot properly do their job of programing, 
as I see it. Wouldn’t this type of legislation showing the intent of 
Congress, in regard to budget and accounting, be a worthwhile thing 
to put into the statutes in order to give you more strength in the 
Bureau of the Budget to do the job that the executive branch feels 
should be done, I hope? 

Mr. Raprarort. After considerable study on the part of the Bureau 
officials, the views that were expressed in this paper seem to them to 
meet the needs of the Bureau. 

There could be a difference of opinion as to whether the needs could 
be achieved quicker and more effectively but what I stated here was 
the considered opinion of the Bureau that it was not really necessary. 

Mr. Brown. Isn’t it a fact that the Bureau of the Budget wants to 
do more, and knows that they should do more, but they are under- 
staffed and need more resources ? 

Mr. Rarprarort. The Bureau of the Budget could use more re- 
sources, but it is a question of judgment as to the extent of the re- 
sources that are needed and I don’t think that you could dump a 
thousand people into the Bureau of the Budget tomorrow and have 
any effective accomplishments. 

Mr. Brown. But you could dump more in? 

Mr. Rappaport. You could always use more people in this Gov- 
ernment. 

Mr. Brown. And most agencies usually do. 

Mr. Rappaport. I don’t think it is advisable to add to staff unless 
we are completely satisfied that they can perform effectively. 

The organization that the Bureau has at this time is performing 
effectively within the scope of its present plans, but if it goes beyond 
these present plans it would have to augment the staff. There again 
I would say it should be done on a built-up basis and not by taking a 
big plunge. 

Mr. Liescoms. This bill does not say to do it in a big plunge. I be- 
lieve Congress should recognize that it will have to be done on a con- 
tinuous basis and that we will gradually go into this system. 

Mr. Rappaport. That is precisely our view. 

Mr. Liescoms. But I can’t help but feel that over a period of years 
that this has been the objective all the time but yet it has been lagging. 

I know that you have done a lot of work and it is a big enormous 
job, there isn’t any doubt about it, but as Mr. Brundage said in his ex- 
change of correspondence with the President, there has been a studied 
reduction in the staff of the Bureau of the Budget in the past 7 or 8 
years in the face of very increased work. 
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But as I said, a minute ago, they are working effectively. 
Mr. Rappaport. That is true. 
Mr. Liescomp, It says: 


Additional staff resources for the Bureau will be needed for the Bureau to 
put additional emphasis on its management function. 


If Congress in its wisdom sets forth something that is in a bill 
such as the type before us, naturally Congress will have to face up 
to the fact that they will have to give you additional money, and it is 
the responsibility of the Bureau of the Budget to tell Congress what 
they need in the way of appropriations to do a good job w hich, i in many 
people’s minds, has not been done up to the present time. 

Certainly you can’t do an adequate job if you are going to continue 
to lose people and become understaffed. 

Mr. Brown. I would like to get back to that $400 million item of 
the Defense Department that got lost. You say, of course, that you 
did not know about it. 

Mr. Rappaport. I personally did not know. 

Mr. Brown. I can understand that. You were not in a position to 
know. But I wonder if you could inform the committee whether 
there might be in the Bureau of the Budget somebody who did know 
about it. I mean in a position of responsibility ? 

Mr. Raprarorr. Mr. Schaub, the head of the military division, could 
give you a proper and adequate explanation. 

Mr. Brown. Could you find out and let us know? Send us a nota- 
tion on it for inclusion in the record. 

Mr. Rappaport. Yes, sir. 

(The material referred to follows :) 


The information requested by Congressman Brown for inclusion in the record 
(p. 164 of the transcript of the hearing) is set forth below. This is an excerpt 
from a communication which the Bureau forwarded to the Senate Foreign 
Relations Committee on May 24, 1956, dealing with this and other matters. 


“REPORTED OVERSTATEMENT OF JUNE 30, 1954, UNLIQUIDATED OBLIGATIONS 


“A major premise of the 1954 interagency recommendations for improving 
military assistance financial systems was that the procedures then in use did not 
produce accurate fiscal records. Believing it infeasible to reconstruct and 
adjust all prior transactions, the General Accounting Office, the Department of 
Defense, the Foreign Operations Administration, and the Bureau of the Budget 
recommended striking a balance between military assistance deliveries and 
expenditures on the basis of the best available records and then converting to 
simpler, more effective accounting methods for the future. Legislative history 
would suggest Congress accepted both the premise and the recommendations by 
enacting section 110 of the Mutual Security Appropriation Act, 1955. 

“Section 110, effective as of July 1, 1954, was enacted September 3, 1954. 
Section 1311 of the Supplemental Appropriation Act, 1955, applicable as of 
June 30, 1954, was enacted August 26, 1954. Implementing instructions for 
these interacting statutory provisions were not issued until much later in fiscal 
vear 1955. It is the judgment of the Department of Defense that the retroactive 
application of these two provisions made it virtually impossible to reconstruct 
June 30, 1954, military assistance balances with complete accuracy. 

“On September 26, 1955, the Acting Comptroller General reported to the Appro- 
priations Committees that an examination of some military assistance records 
indicated certified June 30, 1954, unliquidated obligations carried forward to 
subsequent years were overstated by ‘at least $400 million.’ Since the Acting 
Comtroller General stated ‘a complete audit requiring many thousands of man- 
hours would not be warranted,’ the Department of Defense decided not to make 
another review of all June 30, 1954, military assistance fiscal records or to 
transfer funds from the military assistance accounts. 
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“Any further consideration of this matter should take these factors into 
account: First, past recognition by the legislative and executive branches that 
military assistance fiscal records prior to fiscal year 1955 are not susceptible 
of accurate analysis; second, the difficulties created by retroactive application 
of sections 110 and 1311 to a ealeulation of June 30, 1954, military assistance 
unliquidated obligations; third, the fact that section 1311 screening as of 
June 30, 1955, may have eliminated some June 30, 1954, unliquidated obligations 
carried forward into fiseal year 1955; fourth, the many administrative actions 
taken since June 30, 1954, which would be affected by a retroactive reduction 
in fund availability ; and fifth, the fact that fiseal year 1956 appropriations and 
fiscal year 1957 appropriations requests have assumed the availability of prior 
certified balances and would, therefore, not be reduced by such an analysis.” 

Mr. Brown. I would like to know if the Bureau of the Budget 
knew about it and, if so, what they did about it—took it off, notified 
Congress, or what ? 

Mr. Rappaport. We will supply that information to you. 

Mr. Brown. Has the Bureau of the Budget in the past kept pretty 
good track of the Government inventories ? 

Mr. Rappaport. I don’t understand that question. 

Mr. Brown. Have you kept pretty good track of Government in- 
ventories? Have you known oe the inventory of the Defense De- 
partment was? 

Mr. Rappaport. The Bureau of the Budget I don’t think has the 
responsibility of keeping track of inventories all over the Govern- 
ment. 

Mr. Brown. I mean the information. Have you had any definite 
information on inventories? I think that question is rather direct, 
and just makes ordinary common sense from a business point of view. 
Tf you don’t know what any Government agency has, how can you 
know what they need to be budgeted to buy more ? 

Mr. Armstrronc. We have been trying to encourage the setting up 
of accounting controls over property. Until the last few years that 
was one of the long-neglected areas in Government accounting. A 
considerable amount of progress has been made in bringing property 
under financial control and determining the quantities and the value 
of imventories. We need financial property accounting in order to 
have cost-based budgets. 

Mr. Brown. I am going to mention a picayune thing as an illus- 
tration. I recall the first Hoover Commission found in checking on 
1 agency that they had enough carbon paper to run that agency for 
148 years. It didn’t amount to much, but it amounted in cost to all 
the taxes the farmers in my district paid in a couple of years to the 
Federal Government. 

Now, if your Budget Bureau knew, which you did not at the time. 
that they had 148 years’ supply of carbon paper on hand in that agency. 
wouldn’t you be a little careful about how much more you put in the 
budget for the coming fiscal year to buy office supplies for that De- 
partment? See what I am driving at? 

Mr. Armsrrone. Yes, that is one of the advantages of the cost-type 
budget. It brings in those resources, inventories and other things they 
have on hand. 

Mr. Brown. Certainly the Commission and this committee, and the 
Congress, is driving at getting some control over this, sir. 

Mr. Armstrona. Yes. 

Mr. Brown. Do you know what the overall cost basis inventory of 
the Defense Department. is? . 
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Mr. Armsrrone. I can’t recall offhand. I think there are some 
tigures on it. The Defense Department has done quite a bit of work 
in the last few years in bringing inventories under financial control. 

Mr. Brown. Yes, the Hoover “Commission pointed that out rather 
strongly, and the Defense Department started on it lately, but I think 
you will find the inv entory of the Defense Department is more than 
the inventory of private enterprise in the United States all put to- 
gether, which is amazing, and « large and very dangerous thing. A 
lot of these items are obsolete per haps, but unless you ‘know something 
about the procurement practices and the amount of inventory on hand 
i in these departments and agencies in Government in the Bureau of 
the Budget, I can’t comprehend how you know they need these things 
when they ask for them, as represented by the appropriations they 
request. 

Mr. Rappaporr. Certainly if we have the information as a part of 
the budget, that will be the place to start. In other words, that will 
vive us an indication as to what they need and whether part of the 
inventory can be applied to next year’s activities, and so forth. 

Mr. Brown. The fact of the matter is that Congress has appropri- 
ated money in recent years faster than they could spend it. I think you 
will agree with that. There has been a huge carryover. Do you know 
how much has been appropriated that has not been expended, that is 
carried over ? 

Mr. Rappaport. Fifty billion. 

Mr. Brown. You are guessing. 

Mr. Rapraporr. Yes: L would say 50 billion or more. 

Mr. Brown. I would suggest that you put someone in there to study 
that, because you will find it interesting. According to the figures I 
wet, we have some $10 billion now in the Mutual Defense or Foreign 

\id Fund, if you want to call it that, that have not been expended or 
obligated. 

Don't you think when you find huge sums like that, which have al- 
ready been appropriated to some agency or activity of Government, 
perhs aps the Bureau of the Budget should look with a little more jJaun- 
iced eye on requests for new appropriations and say, “Boys, you bet- 
rer spend what you have already been appropriated first. 

Doesn't that make good sense / 

Mr. Armsrrone. Yes. We are suggesting that this recommendation 
¢ of the Hoover Commission be written into this bill. We think that 
will provide a better handle for dealing with this sort of thing. 

Chairman Dawson. Are you for the bill ? 

Mr. Rappaport. Yes, sir, we are for the bill. With these minor sug- 
vestions that we have made. , 

Mr. Brown. And these notations, that this is not necessary, and that 
is not necessary ¢ 

Chairman Dawson. They have eliminated almost every section of 
t that they did not think was necessary. 

Mr. Rapraporr. I think you will find when you study our remarks 
that the suggestions we have made for elimination are of minor con 
~equence really. 

Chairman Dawson. You know what it reminds me of, Mr. Brown. 
You ask the witness the question : *Did the man pass your door?” He 
replies, “C ongressman, [am glad you asked me that question. The 
nswer is yes and no. 
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Mr. Brown. I think these gentlemen are m a difficult spot. I want to 
be charitable. But the first Commission which the Congress named to 
do this study and work for it was and is interested in seeing to it that 
some of these things are corrected, and some other things done which 
can help give us a better government. 

Now, we have encountered in many fields, in the past 6 years, or 
since 1949, a reluctance, to be as charitable as we can, on the part 
of many of the agencies of the Government to put into effect these 
reforms which both the Commission recommended and the Congress 
ordered, even by enacting laws. 

The least we can do here, by legislative enactment, is to fix a policy, 
and state here is what we want you to do, and here is what should be 
done, as quickly as practicable. 

You will recall, Mr. Chairman, this committee checked up on the 

cataloguing law, which was passed by Congress as a result of a first 

Hoover Commission recommendation, and we found there was a lot 
of dragging of feet in that situation, a process that could save a lot 
of money to the taxpayers of this country. 

We have a responsibility to the public; and I can’t understand for 
the life of me what is wrong with a bill like this, or how you can say 
it is not necessary, because you are already doing it. You may not 
be there long. We change budget. directors faster than I change 
clothes. There have been a lot of them down there in my time and 
some other Budget Director may have an entirely different idea than 
you do unless there is a law that says this is the way you are to do it. 

Mr. Rappaport. I think we have said here that we think this is a 
very good law. 

Mr. Brown. Except that a lot of it is not necessary. Section so and 
so is not necessary. Section so and so is not advisable. I put the 
notes down here. 

Mr. Raprarorr. I think you will find the exceptions which we have 
taken are not exceptions that would be significant in carrying out the 
objective that you Just described a little while ago. 

Mr. Brown. Suppose we have a different idea? You would not be 
objecting to our passing the kind of Jaw we think we ought to? 

Mr. Rarpaport. That is vour privilege, sir. 

Mr. Brown. That’s all. 

Mr. Liescoms. Mr. Chairman, do you at the present time, Mr. Rappa- 
port, have any field offices ? 

Mr. Rarparorr. No; they were discontinued several years ago. 

Mr. Liescomn. And in the foreign-aid program, which expends a 
considerable amount, do you have field trips ¢ 

Mr. Rapraporr. Yes, sir. 

Mr. Lirscoms. To foreign countries ? 

Mr. Rappaport. Yes, sir. 

Mr. Lirscomn. To foreign countries ? 

Mr. Rappaport. Yes. 

Mr. Lirescoms. And those are made by examiners? 

Mr. Raprarorr. Yes, sir. 

Mr. Lirscome. How many examiners do you have on that program. 

Mr. Rappaport. About 20 or 25. 

Mr. Lirscoms. And how long do they spend on such a program ? 

Mr. Rapparorr. They are working on the program year round. 

Mr. Lirscoms. Yes, sir, but overseas ? 
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Mr. Rappaport. They just make special trips for special purposes. 

Mr. Lirscoms. In other words most of the information that you 
submit in the budget is a review and evaluation of the reports sent 
from the agency and department overseas? 

Mr. Rappaport. Yes, sir. 

Mr. Lirscome. And there is no adequate way at the present time 
that you could evaluate those as to actual costs or expenditures in the 
program ¢ 

Mr. Rappaport. I think there are ways to evaluate them. 

Mr. Lrescoms. But you are not doing them? 

Mr. Rappaport. I think we are. We are evaluating them. We may 
be doing it in a manner different from what you suggest but that is 
only a procedural matter. There are several ways the same thing 
can be done as you know. 

At the present we are doing it in a certain way. You might prefer 
another way and the next fellow might prefer still another way but 
that does not mean that the way we are doing it is not sound and 
effective. 

Mr. Lipscoms. Your office has been receiving reports from the Gen- 
eral Accounting Office on aid to Pakistan and Iran and Egypt. Were 
you aware of the deficiencies that they pointed out in the program ? 

Mr. Rapparorr. I am not personally aware of that. That is not 
in my area. 

Mr. Lirscoms. Do the GAO reports get complete evaluation ? 

Mr. Rappaporr. Yes, indeed. 

Mr. Lirescoms. They pointed up things that would have had a 
great bearing I believe in the programing of the Bureau of the Budget. 

Mr. Rappaport. I’m sure they are taken into consideration in a very 
serious way. 

Mr. Larscoms. But there were things that your examiners missed 
when they were there on the spot? 

Mr. Rappaport. Our examination is not made in the same manner 
as an audit. We don’t audit. 

Mr. Liescoms. I realize that. But they were dealing in dollars 
and cents. But you must have an evaluation of the program. 

Mr. Rappaport. It is quite likely that our people have that infor- 
mation but I personally don’t know. 

Mr. Lrescoms. There is one further thing, Mr. Chairman, and that 
is on section 5 of the bill. That calls for joint General Accounting 
Office and Bureau of the Budget studies of duplicate central accounts 
and internal auditing in the Government. 

Do you see any reason why we should not place more emphasis on 
this, more emphasis than is being placed now in the reports on 
progress ¢ 

Mr. Rappaport. This area is being covered by the joint accounting 
program. I am sure it could be speeded up under certain cireum- 
stances. The question is whether it is desirable and necessary to speed 
it up. I think it has been going along in an orderly way and I think 
it is a sound way to do it. 

Mr. Lirscoms. The fact is that you have just scratched the surface 
in this field. If you took your 8 people and the GAO took their people 
and the Treasury took their 60 and put it in a central position you 
could do the job adequately, but you are spread so thin you can’t do 
an adequate job in any area. With more emphasis, and if Congress 
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sets this as a policy, you will have to tell Congress that you need more 
resources, bodies to do the job, and that is why we want an adequate 
report on this problem. 

Mr. Rapraporr. If you want matters speeded up you will have to 
supply more people. Whether the speedup would be effective or not 
[ would not venture to predict at this time. 

Mr. Lirscomps. It isn’t just a speedup that we are talking about. It 
is an adequate coverage of the whole program. For instance just the 
other day the President sent a message to Congress which included a 
request for $400,000 more additional money which you need to imple- 
ment what you are now doing by executive arrangement. 

Why was it that that had to take a special message from the Presi- 
dent in order to add to that supplemental appropriation? And why 
wasn’t that in your budget when it came up to the Hill originally know- 
ing that all of these factors are necessary and that you ‘intend to im- 
plement them and it happens that you are not satisfied with the prog- 
ress made today / 

Mr. Raprarort. The Hoover Commission recommendations were 
very carefully reviewed by the Bureau of the Budget and it was not 
until a review was made and an opinion formed that the supplemental 
was requested. 

We did not just accept the Hoover Commission recommendation 
without study of it. We wanted to be satisfied that it was sound and 
proper. 

Having satisfied ourselves in the areas that were indicated, we then 
went ahead and asked for this supplemental. 

Mr. Lirscome. It seems to me, in the field that the Bureau of the 
Budget is working on, that these things should be very obvious to 
the professional people that you have on your staff, and the amounts 
could have been asked for in the budget for many years to do the job. 

Mr. Rappaport. I can see your point of view. 

Chairman Dawson. Mrs. Harden? 

Mrs. Harpen. No questions. 

Chairman Dawson. I would like to get into the record the back- 
ground of the two witnesses who testified. Will you give the informa- 
tion how long you have been with the department ? Your back- 
ground ¢ 

Mr. Rappaport. I am an assistant director of the Bureau of the 
Budget. Mr. Armstrong is a member of the Accounting Staff in the 
Bureau of the Budget. 

Chairman Dawson. How long have you been with the Bureau of 
the Budget, Mr. Armstrong ? 

Mr. ArmstroneG. Since 1941. 

Chairman Dawson. Were you in government before that ? 

Mr. Armstrone. No; I was with Gr iffenhagen Associates, manage- 
ment engineers. 

Chairman Dawson. Oh, yes. If we should desire your further 
testimony, would you come back up at our request / 

Mr. Rarparorr. Yes, indeed. We will be delighted to do so. 

Chairman Dawson. Thank you for your testimony and the help 
you have given us. 

At this time we will hear from Mr. Conick of the United States 
(Chamber of Commerce. 
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STATEMENT OF M. C. CONICK, CERTIFIED PUBLIC ACCOUNTANT, 
PITTSBURGH, PA.; ACCOMPANIED BY J. K. EADS, UNITED STATES 
CHAMBER OF COMMERCE 


Mr. Conrcx. Mr. Chairman, and members of the committee, my 
name is M. C. Conick. My address is Pittsburgh, Pa. I am senior 
executive partner of the auditing firm of Main & Co., certified public 
accountants. 

I am past president of the Pennsylvania Institute of Certified Pub- 
lic Accountants, and a past vice president of the American Institute 
of Accountants. 

I appear on behalf of the committee on government operations of 
the Chamber of Commerce of the United States, to support the ac- 
counting principles of H. R. 9402, H. R. 7338, H. R. 7209, and H. R. 

8236. 

Mr. Chairman, I am accompanied here by Mr. Kirk Eads, manager 
of the taxation and finance department of the United States Ch: umber 
of Commerce. 

My statement relates to the recommendations on budget and account- 
ing recently reported to the Congress by the Commission on Organiza- 
tion of the Executive Branch of Government. 

The Hoover Commission task force, in submitting these recommen- 
dations, estimated that the resultant savings might “reasonably be ex- 
pected to amount to $4 billion annually. These sav ings, it is believed, 
can be accomplished without impairing essential Government services, 
including those connected with national defense. 

There is no congressional power more important than the control of 
appropriatitons. “It has been recognized since the early days of the 
Republic that supervision of the Nation’s purse strings was a prime 
responsibility of the Congress, and the Congress has responded to that 
responsibility with a high sense of duty. 

Today the task of weighing this country’s appropriations is more 
complex than it has ever been before. That task, st: iggering as it is in 
its dimensions, is made even more burdensome by the fact that the 
Government’s present accounting methods are far less efficient than 
they should and could be, and do not give the best possible picture to 
you Congressmen who must make the decisions. 

I have been active in the field of accounting for 40 years; I have 
worked with some of the largest organizations in the country; and I 
can tell you that I would not care to change places with you at appro- 
priations time, not under the conditions under which you operate. 
Those conditions can be changed and improved. 

Furthermore, the people on whom you must rely for much of your 
information are not necessarily the people best equipped to present 
it to you. In the first place, their point of reference is not the same 
as yours; they are understandably concerned with the continuation 
and enlargement of certain programs, and with considerations that 
affect their own personal well-being. 

In the second place, they are persons whose primary talents lie in 
fields other than budget reporting; they may be excellent field com- 
manders, agricultural : specialists, or diplomats, but they are not likely 
to be the best authorities on the care and preservation of the dollar. 
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That is a problem that industry faces, as well as Government, and 
industry solves it by means which are inherent in the 25 budgeting 
and accounting recommendations of the Hoover Commission. 

In this connection, I should note the obvious difference between 
private industry and Government, which is that private industry is 
run for profit. 

That difference makes the businessman’s task a lot easier than yours; 
he can judge his company’s position by seeing whether it is making 
a profit. You have no such rule of thumb. For that reason and 
for other apparent reasons, you are even more obliged than the busi- 
nessman to see that the money you appropriate is wisely spent. 

The national chamber has long recognized the conditions reported 
in the Hoover Commission’s report to Congress. In April 1953 the 
chamber recommended, as it now does, improved methods of appro- 
priation, with the most modern and effective procedures for budget 
preparation, review, and control. 

The proposal laid particular emphasis upon cost-consciousness in 
the presentation of budget requests to Congress, and called for the 
establishment of responsibility for the saving of tax money. 

We have no argument with the budget process. In fact, we have 
held for a long time that this process is in that the logical chief control 
over Federal expenditures, because the budget, after all, amounts to 
the financial blueprint of a work program; perhaps a blueprint seen 
through smoked glass, but a blueprint nevertheless. 

However, as we in the chamber have followed the budget process 
from beginning to end—from congressional authorization of a spend- 
ing progr am—which, according to one representative, is where all 
the trouble starts—to the actual disbursement of the taxpayer's 
money—we have observed many basic weaknesses. 

I would like to call attention again to some serious defects in our 
present system of budgeting. 

(a) The lack of dependable information concerning overall costs 
of new programs and projects. 

(6) Lack of enough independent information concerning the actual 
necessity for the funds requested. 

(c) The fact that Congress has no control over actual expendi- 
tures, once the money has been appropriated. 

(d) The fact that budget presentations, supported by charts, tables, 
and other graphic material, reflect emphasis not on cost conscious- 
ness, or the necessity for the proposed expenditure, or minimum 
requirements, but primarily on the petitioner's intense desire to get 
the cash out of the Congress. 

I have already referred to the chamber’s policy as set forth in 
April 1953 and adopted by our membership. At its 44th annual 
meeting, held earlier this month, the chamber adopted a policy declara- 
tion commending the work of the Hoover Commission. 

Here and now, we are principally concerned with the Commission’s 
report on budget and accounting, which makes 25 recommendations. 
I would like to summarize a few of them here. 

One recommendation calls for revitalization of the Bureau of the 
Budget. Among other things, it would place in each important 
Government agency at least one employee of the Bureau, who would 
review the agency’s budget preparation and administration on a year- 
round basis. 
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The Commission recommended that budgets be formulated on a 
cost basis, taking into consideration inventories and working capital 

carryover to reflect the cost of goods and services to be consumed in 
carrying out budget programs. 

The Commission recommended placing the budget and appropria- 
tions on an estimated annual accrued expenditure basis. That is, the 
budget would be expressed in terms of the charges for goods and 
services estimated to be received during the year. 

All charges would be considered, regardless of whether or not 
invoices had been received or payments made. This recommenda- 
tion takes into consideration, for example, the difficulty of translating 
the proper share of a 7-year airplane building program into a 1-year 
budget. 

There is a recommendation for simplification of the allotment 
system, so that there will not have to be a separate accounting of 
each infinitesimal unit of government. 

The Commission recommended that Government accounts be kept 
on an accrual basis, which would make it possible to prepare period- 
ical financial statements for each agency showing what it owns and 
what it owes, as well as the current costs of the various operations. 

Finally, there is a recommendation that agencies accelerate the 
installation of adequate monetary property accounting records, in 
the same way that business does, and that the costs of capital assets 
be depreciated over the useful lives of those assets, instead of being 
charged off in a single year. 

Pe rhaps you have neither the time nor the inclination for me to 
review all the cogent arguments set forth in the Hoover Commission 
report. to Congress. I am sure, moreover, that you are as familiar 
with them as I. I am here today to urge that the Congress take 
measures to regain its constitutional power of control over Federal 
spending. 

That power, we believe, has been increasingly threatened by present 
means for accounting. Unless the Hoover Commission’s recom- 
mendation for annual review of all items in the current budget is 
accepted, we shall continue to mortgage away our future. 

What I have talked to you about has been the chamber’s policy on 
the report as endorsed without exception by nine members of the 
Hoover Commission. I would like to summarize the brief dissents 
filed by the other three members of the Commission. 

No more than a summary is necessary, especially since 2 of those 3 
members are also members of this committee. 

Commissioner Brown dissented from recommendation No. 7 of the 
report because he felt that conversion of the appropriation atcatines 
to an estimated annual accrual expenditure basis would require wide- 
spread changes in the entire appropriation process. 

Mr. Brown. Will the witness sus spend there just a minute, Mr. 
Chairman, as a matter of privilege, I don’t believe that statement prop- 
erly reflects the dissent that I prepared as a part of the document of 
the Hoover report, and I would like to read into the record at this 
point that very short statement. 

It was simply this, “I cannot fully accept recommend: riion No. 7 
to convert the congressional appropr tations structure to an estimated 
annual accrued expenditure basis. This is a radieal departure from a 
long-standing fiscal policy which would require widespread changes 
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in an entire appropriation process. I am therefore unwilling to give 
that a blanket endorsement without the benefit of further study as to 
that by the appropriate committees of the Congress,” which is just a 
little different than your statement. 

Mr. Conicx. If 1 didn’t summarize it properly, I’m sorry. You 
quoted exactly what is in the Hoover report. 

Mr. Brown. Yes, exactly the dissent. 

Mr. Conick. Commissioner Holifield stated it as his overall con- 
clusion that “the end result of the Commission’s recommendations may 
be formal consistency in ace ounting principles rather than actual gains 
in economy and efficiency.” 

Again, I am summarizing only one sentence whereas his dissent is 
longer. 

Commisssioner Farley based his general dissent on the belief that 
what may be good for private commercial enterprises is not necessarily 
good for all Government activities and operations; that the transition 
to cost-basis accounting will require tremendous expense and incon- 
venience; and that there is insufficient evidence that it will be uni- 
versally workable and worthwhile. 

Again his dissent is much longer, and I summarize. 

These objections have been duly noted and soberly considered. We 
base our support of the report as a whole on the fact that it makes 
recommendations which have been tested and found essential in suc- 
cessful private business, and the differences between the management 
of private business and of public government are differences of ends 
rather than of means. 

We recognize that certain disruptions would be brought about by 
introduction of the procedures recommended, but the fact is that the 
present procedures are not adequate to permit C ongress to perform 
its function properly, and that the situation is growing worse, instead 
of better. 

We believe that the long-range benefits to be derived from adoption 
of these recommendations will more than offset the temporary disrup- 
tions, and that the recommendations should be supported by every 
Congressman who believes that the Republic is going to be around for 
a good many nore years. 

‘T have appreciated the opportunity to appear before you and to 
state this case for the United States Chamber of Commerce. 

Thank yon very much. 

Chairman Dawson. Mrs. Harden, any questions? 

Mrs. Harpen. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Brown? 

Mr. Brown. I have no questions. 

[ simply want to compliment the gentleman on the general portent 
of his statement. I am sorry I interrupted him but I want to put 
the record straight. 

Chairman Dawson. Mr. Lipscomb? 

Mr. Larscoms. I have no questions but I wanted to also compliment 
the gentleman and also to note that he recognized the difference be- 
tween private accounting practices and what has to be practiced in 
Government. 

Mr. Contck. I have been with it for 40 years, both in the Govern- 
ment and outside Government. 
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Mr. Lirscomn. There is a great deal of difference in a lot of re- 
spects. 

Mr. Conick. A great deal of difference. 

Chairman Dawson. You have read H. R. 9402, have you? 

Mr. Conick. I have, sir. 

Chairman Dawson. Do you agree that it is desirable legislation, 
taking into consideration 

Mr. Conicx. Mr. Chairman, I can’t speak on the procedural part 
of it. Iam not inthe department. Iam not familiar with the work- 
ings of the department. The principles are good. They are sound. 
The objectives are good. I like the objectives. I think in the long 
run, the accounting will be placed upon a basis that it should have 
been a long time ago, and that is a basis by which you can determine 
what the cost is of what you are doing. 

Chairman Dawson. You have heard the testimony of the repre- 
sentative of the Bureau of the Budget, did you not? 

Mr. Contck. I did, sir. 

Chairman Dawson. And you heard that they made some progress 
in carrying out those recommendations ¢ 

Mr. Conicx. I heard that and I believe they have. 

Chairman Dawson. In the light of that testimony, are you still of 
the opinion that vou would support H. R. 9402 ? 

Mr. Contcx. Yes, the principles I would. 

Chairman Dawson. And do you believe that this legislation car- 
ries out the principles that in your mind should be applied to the 
present budgetary situation / 

Mr. Conicx. I do, and objectives also. 

Chairman Dawson. I didn’t mention the other numbers because 
the authors of those bills have said if this bill is adopted, they will 
withdraw support of theirs for support of this. 

Mr. Conicx. I read those bills also and practically word for word 
they contain the language of 9402 except for the appointment of the 
me ‘ials, then it must be done with the consent of the Senate, whereas 

n 9402, it does not call for that requirement. 

Mr. Henperson. Mr. Conick, I was interested in your statement on 
page 2 that the people on whom the Congress must rely for much of 
this information are not necessarily the best equipped people to pre- 
sent it tous. I wonder if you would care to elaborate on that? 

Mr. Conicx. Well, sir, I had some experience in Government many 
years ago, in budget work and in accounting work. My experience 
in Government is that most of the persons in the accounting side and 
in the administrative side are not well trained in accounting. 

They are well trained in other ways. They have a fairly good ide 
of accounting. They do not quite have the experience or the training 
or the education that is present at the moment in the Bureau of the 
Budget because I happen to know some of the men personally. 

I think in time the accounting personnel of the Government will 
improve. And the Hoover report is making recommendations toward 
that end, in improving the personnel and the kind of personnel. 

They stress espec sially not quantity but quality of personnel. I be- 
lieve I am expressing, Mr. Stewart, your cone ‘usion as to personnel: 
that it should be improved rather than increased. 

Mr. Henperson. I take it then that the type you would recommend 
would be those who have been better trained in accounting? 
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Mr. Contcx. Yes, sir. 

Mr. Henperson. Than those who are now in the Government ? 

Mr. Conick. Yes, sir. 

Mr. Henperson. Thank you. 

Chairman Dawson. Mr. Pincus? 

Mr. Pincus. No questions. 

Mr. Lirscoms. If what you say is true, sir, don’t Congress and 
others involved in the situation, such as the Civil Service Commission, 
have to face up to more realistic classifications and more adequate pay 
for professional accountants in Government ? 

Mr. Conick. No question about that in my mind. I met that prob- 
lem in 1914 when quite a youngster in Pittsburgh. The very question 
was then raised that the council and the mayor of Pittsburgh had to 
face up to a better classification of employees as early as 1914. That 
has been the case for years in Government, that the type of employee 
was improving and the classifications were such as to bring about a 
greater improvement. 

Does that answer your question ? 

Mr. Lipscoms. Yes, sir. 

Chairman Dawson. Thank you very much, Mr. Conick. 

We will hear from Mr. Stewart. 


STATEMENT OF J. HAROLD STEWART, CHAIRMAN, TASK FORCE ON 
BUDGET AND ACCOUNTING, HOOVER COMMISSION 


Mr. Stewart. Good morning, sir. My name is J. Harold Stewart. 
I was the chairman of the task force of the Hoover Commission on 
budgeting and accounting. 

Chairman Dawson. You are the man who started things. 

Mr. Svewarr. Well, I would rather be the man who finishes them. 

I have held various positions in the accounting profession. I am not 
going to burden you with that sort of thing because I don’t think it 
really goes directly to the problem you have before you. 

It is a privilege to come here. I might say I want to apologize to 
you, Congressman, for not answering your letter promptly and telling 
you I could be here but I expected to be in Chicago at the moment and 
rearranged my program. 

Chairman Dawson. We are happy to have you. 

Mr. Srewarr. I am particularly glad I came if for nothing more 
than to hear the discussion that took place this morning and to hear the 
penetrating questions asked by the gentlemen who really have studied 
this question, I’m sure. 

I have no prepared speech. As a matter of fact, I have become a 
little impatient with ghost writing, having seen a good deal of it in 
the last 6 or 8 months and unfortunately sometimes the statement is 
not even read before it is presented, so I come to you just as I am 
without a prepared statement. 

It seemed to me that I could perhaps best direct what I have to say 
to laying to rest, if you will, some misunderstandings about the com- 
mittee’s recommendations. There appears to be very little misunder- 
standing as far as the authors of this bill go, but I am sure you will 
have testimony which will indicate some misunderstanding of the 
objectives of the task force. 
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In the first place I have heard it said that to get away from the 
appropriational authority system of operating this Government, obli- 
gational authority system, would dilute congressional control. 

In my opinion it would do just the opposite. It would strengthen 
congressional control because today appropriations in terms of obliga- 
tional authority have become very nebulous. 

We just heard some talk there this morning about the foreign-aid 
situation. 

I think that is illustrative of the difficulties that come from giving 
what in effect is a blank check. I have heard it said that if you go 
to an annual expenditure budget—and incidentally that is not a part 
of this bill but I believe very strongly in an expenditure budget in 
terms of accrued expenditures—if you go there, you have in effect two 
accounting systems then, and you do away with the congressional con- 
trol of obligational authority. Nothing could be further from the 
truth. We felt we made it abundantly ‘clear in our report that it is 
necessary that any agency spending funds be able to protect: itself 
against the allegation that funds were spent without due authority 
of law. 

Constitutionally no agency can spend funds without authority of the 
Congress. We would not dilute that one iota. We would, however, 
not require the meticulous accountability which we now find through- 
out the Government. 

The process at present is somewhat like this, as I see it. The agen- 
cies’ request goes to the Congress, having been through the sieve of 
the Bureau of the Budget to justify their requests for appropriations. 

Once they have obtained them they thereafter must account for the 
fact that they have not spent more than the amount they were able to 
obtain through the appropriation route. 

However, within the agencies themselves, there is a much more im- 
portant operation than the mere preparation of the obligational budget, 

You can’t run an agency, you can’t run a company, you can’t run 
any operation without what in effect is an administrative budget. 

In other words Congress gives you money in certain pieces. But 
in order to handle that money effectively, in order to be able to report 
hack to the Congress and to the people, even to the head of an agency 
on its use, it is necessary that you have what we might call an adminis- 
trative budget. The administrative budget in some agencies takes 
the form of a so-called allotment system, an allotment system under 
which the appropriated funds are broken into bits and pieces and 
controlled piecemeal. 

I understand they are trying to possibly improve this—but at the 
time we looked at the picture the allotments in the Defense Depart- 
ment were quoted as being over a million in number. How on earth 

can you run an or ganization effectively with over a million allotments 
of funds? I have talked with Mr. McNeil about this. I understand 
that he agrees with me that the simplification of the allotment system 
is a desirable objective. In my opinion it would be simplified quicker 
if we went to an accrued expenditure budget, which is really com- 
pelling. 

The question has been raised as to whether or not the adoption of 
these recommendations would increase the cost of accounting. During 
the transitional period, I would expect there would be some increase 
in accounting. 
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However, once shaken down and operative I would hope there would 
be a decrease in the cost of accounting because you can manage the 
detailed accounting that is necessary for a system we will say as in 
the defense department where you have a million allotments of funds. 

That allotment system gives rise to another difficulty. 

It is necessary to comply with the so-called antideficiency act and 
the finer you break these allotments, the more violations you are apt 
to find of that statute, 

The allotments are largely the making of the agency itself. Now 
I would hope that with a broader allotment structure we would not 
find a repetition of the situation in which there were thousands of 
violations of this antideficiency act which to be sure were purely 
mechanical, purely technical, but they all take time to explain. 

So let us understand that the ace ountability to Congress for the 
appropriated funds will not be diluted one iota in our concept. 

There has developed some difference of opinion as to what was 
intended by our report. I think the recommendations in our report 
have been confused with a concept that as far as the control of funds 
went, we took a flat position either for or against these so-called work- 
ing capital funds. 

Now, I don’t think the water should be muddied by the consideration 
of funding primarfly because it seemed to us that the first thing to 
do is to establish a sound accounting system. If you let the funding 

fall in place either in the form of working capital funds where they 

are useful or under the regular appropriations system where that 
seems to be the better device. I might say that the installation of 
working capital funds in some areas - of the Department of Defense 
has worked very well. 

I think that innovation is one of Mr. McNeil’s contributions to the 
Department of Defense. I still believe, however, that we have to 
cuard against looking upon the extension of working capital funds 
as a panacea, as the thing that will give us sound accounting. 

I hope there is nobody who takes that view but sometimes I get 
fearful that that view is held in some quarters. 

Now, our accounting system it seems to me is essentially the same 
whether we get funds under the allotment structure or under the struc- 
ture of working capital funds. 

What was said this morning by way of questioning, Mr. Lipscomb 
asked questions which brought out the fact that there was a lack of 
knowledge as to inventories, also as to obligations. 

I don’t think anyone can deny that in the obligational field, there 
has not been adequate control of obligations even under the present 
system. In fact as I understand it, “the situation reached a point 
where the Congress felt it had to pass a law defining obligations, then 
under that law there was a mandate that the Defense Department and 
other agencies report the amount of outstanding obligations. Even 
that was difficult to comply with. Whether it has been complied with 
now or not, I don’t know. But I do know in this field of obligational 
accounting there was much to be done at the time we made the review. 

How you can operate a department or the Government as a whole 
without: knowing within reasonable limits what you own, and what 
you owe, that is what your obligations are, and be able to account in 
monetary terms for what you have done with what you had, is difficult 
to understand. 
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I am speaking up to now perhaps it might appear critically, but it is 
only through criticism that we develop facts. I have every sympathy 
with the people i in Government whether they are in the Bureau of the 
Budget or the Defense Department or the Treasury, who have this 
tremendous problem to wrestle with. 

All I would like to do is contribute anything I can do to strengthen 
their hands. I think what you gentlemen have done here is to awaken 
a consciousness of the fact that there is such a thing as fiscal control 
in Government. 

I was interested in Mr. Rappaport’s testimony. Mr. Rappaport 
I think found himself in a very difficult position. 

He stated the Budget Bureau policy which may have appeared to 
be at least in some respects giving lip service rather than real service 
to some of the provisions of the bill. 

However, I don’t believe that was the intent from my knowledge of 
the people who are working on this particular thing in the Bureau 
of the Budget. I do have some fear, as you have evidenced here that, 
as Congressman Brown said, budget directors change as fast as he 
changes his clothes. Even though it is not that fast, it does give some 
concern to people who want to see lasting and long-term reform be- 

cause you know as well as I do that there is an attitude among some 
people in Government, aie faced with a reform, the situation 
is something like this. 

Oh, well, let them talk, let them struggle, time will take care of 
that. We will be here when they are gone. And I think that that 
is very apt to be the attitude of a person who does not like to be rustled 
out of a comfortable spot. I would be the same way if I were in the 
same spot, I’m sure. 

I think what we need is a little sandpaper here. You have some 
in the bill. A little needling may be required, if you will, in order 
to get something done. Now there was some talk here about the joint 
accounting improvement plan. I would like to speak to that because 
we made a particular study of that activity. 

Let’s strip it of all its veneer. Up to the time we made our examina- 
tion, it consisted of a program which was spearheaded by the Comp- 
troller General and his systems division and the Bureau of the Budget 
and the Treasury were the tails to that kite. —The Comptroller General 
deserves in my opinion most of the credit which goes to the joint ac- 
counting improvement program. To be sure the other agencies par- 
ticipated, but from our observation they did not supply the leadership 
in this thing. What we are saying is that the logical place for leader- 
ship in the executive branch is in the Bureau of the Budget. That is 
where you need the steam. Congressman Lipscomb aske d some ques- 
tions bearing upon the use of personnel and the penetrating char- 
acter or lack of character of the budget review. 

Those questions it seems to me are directed precisely to motivating 
what we had in mind. We believe there should be more steam under 
this program. I am sure Mr. Rappaport would put his amen to that 
too. 

It is a question of how you really get it. I am sure that in the 
Defense Department, given the support ‘of the C ongress, this thing can 
be worked out. But to expect it to be done overnight is not to be 
realistic. 
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You see, you couldn’t go overnight to an accrued expenditure budget 
without first laying the accounting and factual groundwork for “it. 
If I were a budget officer in the Federal Government I would rather 
keep it as it is because I think it is a wonderful spot providing I have 
the salesmanship qualities that are paramount in a budget officer. 

I can take a mass of facts which I knew more about than the people 
I was presenting them to, put them in a nice package and sell them and 
sell them in terms which could not be translated into action, that is 
the forecast would not match with the accounting record after the fact. 

I would be in a very comfortable position, because it would be very 
difficult to second-guess me, once I had made my sale. 

If I were in the ‘place of the Congress on the Appropr iations Com- 
mittee, what I would like when the budget i is presented, is a projection, 
in terms which were at least translatable into performance. 

When it was through I would like to be able to say this was what 
you told me and this is what happened. 

What about the difference? You can’t do that at present except 
in very broad areas under the present system. 

I can understand why it is much more comfortable-to operate the 
other way but in my opinion it is very expensive. This big carryover 
of obligational authority we have is attributable in some measure to the 
fact that the budget is not supported by accounting facts which are 
understandable, interpretable by the people who have to deal with 
them. 

Speaking of the carryover, it is no secret, it is a matter of public 
record that in justifying the 1955 budget I believe it was—I think the 
facts are in our task force report along i in January when asked what 
the estimated carryover of unobligated author itly would be, the repre- 
sentation was made to the Congress that it would be between 1 and 2 
billions of dollars. 

At June 30 it turned out to be in excess of $4 billion. As I re- 
member it, the spread was at least two and a half billions of dollars. 
Even to me that is a lot of money. 

I am wondering whether that in itself is not an illustration of what 
T am talking about. by tightening this system so that instead of grant- 
ing open- ended authori ity, we know what we are doing. 

Now another objection to the cost-based budget and so-called ac- 
crued expenditure budget will be, well, we can’t work this in the case 
of lead-time programs. We considered that very carefully and this 
is not the first time that this matter had been discussed. 

I have heard it said that we did not know what we were talking 
about. Maybe we didn’t but this much we knew. We had some 
businessmen on that committee who had sat on the other side of 
the table. They were the people who received contracts from the 
Government. We were told at the time of an earlier review for the 
‘Treasury, business objected to this annualization of appropriations. 
They did not like the system under which they didn’t have lead-time 
programs with long-term contracts. 

When we examined the situation more closely we found this. That 
instead of being worse off than at present, in many cases the contractor 
could be better off. Because instead of getting contracts as to the 
performance of which he would have to speculate, the contracts that 
he got would be reasonably firm and if you coupled annual appropria- 
tion, annual expenditure authority with contracting authority under 
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which long-term contracts could be entered into, you would do about 
the same thing you do now, but you focus attention on the amount 
of money you were going to spend in a particular agency within a 
particular ‘period of time. 

This mee: lead aspect of procurement is a difficult one, but in my 
opinion it can be dealt with. As that stands today a contractor’s 
contract can be canceled and he has his termination rights. You 
might have to do two things. The contracting would have to pro- 
vide for reimbursement of starting-load costs and tapering-off load 
costs in the event of termination, because the payments for each unit 
would not be uniform in terms of cost. 

Those are mechanical details that I think in the hands of competent 
peeps can be dealt with. 

I don’t want to burden you gentlemen further with a recitation 
of everything that was in our task-force report. I might say I am 
rather sorry that Congressman Brown has left because he was one of 
the Commission. 

We made 31 recommendations, 30 of which were adopted by the 
Commission. 

The one they did not adopt was one that I did not consider was 
too important. I would have liked an opportunity to thank Con- 
gressman Brown for his action on the Commission even though there 
were qualifications to his signature to the report. 

I will be very glad to come before you later at any time if you 
have any question. I will be glad to do anything I can to throw 
further light on this subject. 

I might say on behalf of my task force—I have talked with several 
of them about this matter—that my appearance before you was a must. 
This task force consisted of people who were not essentially profes- 
sional accountants, lest somebody look upon its work as a techni- 
cian’s dream. ‘The members of the task force were Elmer Humphreys, 
who is the chairman of the board and president of the United States 
Rubber Co.; Christian Jarchow, who is the executive vice president of 
the International Harvester Co.; Kenneth Tiffany, financial vice 
president of the Burroughs Co. - Dudle -y Brown, comptroller of Lock- 
heed Aircraft Corp. ; Gw ilym Price, president of Westinghouse Elec- 
tric Corp.; John David Wright, president, Thompson Products, Inc. ; 
and myself. 

And I would like to say this further about the task force. When Mr. 
Hoover set this task force up I was inveigled to do this job, but he was 
very good about it. He said the task force can be just a large or just 
a small one, as you in your judgment choose to make it. 

My judgment was to make it small, rather than have a 21-man task 
force of big names who did no work; I would rather have 7 men who 
really worked and worked closely with the staff. 

And I can assure you there is not a line, there is not a punctuation 
mark, there is nothing in that task force report that was not processed, 
reviewed, and asserted to by each member of the task force. It has 
been a privilege to come here and talk to you; I only hope that you get 
some of this legislation. 

I haven’t yet talked about the bill itself, which perhaps I should be- 
fore I leave. 

I recognize Mr. Rappaport’s—I wouldn’t call them objections, but 
suggestions for changes. 
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They are born, I think, of an idea that some of these things can be 
better done administratively than legislatively. If I were sure that 
the administration of the Bureau of the Budget would re as it 
is at present, I would be completely convinced of that. I don’t have 
that assurance. And I think a word from the Congress, an indication 
of the way you gentlemen feel about this matter is needed. It is 
needed partic ularly throughout the Government agencies to indicate 
that this is necessary, and something must be done about it. 

In the past Congressman Lipscomb asked what had been done; there 
has been progress, certainly, in spite of the lack of concerted effort 
and drive. There have been dedicated individuals who have been 
primarily responsible with very little help. And I want to say that 
the General Accounting Office, particularly the systems division, has 
motivated whatever improvements I have been able to find in the 
agencies generally. 

There have been some improvements in the Department of Defense as 
to which they have had very little participation. 

But I certainly believe you must have cooper ation between the Bu- 
reau of the Budget, the Treasury, and the Comptroller General. That 
is necessary whether you have legislation or not, but that in itself, a 
cooperative effort will not get the job done. I think the individual who 
fills this job in the Bureau of the Budget, the position that Mr. Rappa- 
port is now filling, has a very important spot in it, because you can 
have all the committees, all the cooperative movements you wish, but 
action depends usually on an individual. 

I always remember, I think it was Mr. Kettering, who is quoted 
as having said when his wife looked up from the newspaper and speak- 
ing of Lindbergh’ s flying the ocean said, “What a wonderful thing 
that was, what aw onderfully self-reliant thing that was,” the old man 
looked up and said, “It would have been more wonderful if a commit- 
tee had done it.” 

I think there is a lot to it but Government being what it is, it is a 
process of reconciling sometimes conflicting interests. 

Chairman Dawson. Mrs. Harden ? 

Mrs. Harpen. I would like to commend you, Mr. Stewart, and the 
members of your Task Force on Budget and Accounting for your ef- 
forts and your fine contribution for better government. 

Do I understand that you do feel there has been some improvement ? 

Mr. Srewarr. There has. Take the Atomic Energy Commission, 
for instance. They started from scratch. They had a new trail to 
blaze. They have done a reasonably good job of setting up what I call 
a meaningful accounting system. I recently read their annual report. 
No two people will agree completely on what the content of it should 
be. I think if you could get the same thing out of the agencies gen- 
erally, it will be a big step forward. 

Mrs. HArpen. That’s all, Mr. Chairman. Thank you, Mr. Stewart. 

Chairman Dawson. Congressman Brown asked me to apologize to 
you because he had to keep an appointment that he had previously 
made. He regretted he was unable to be here. ‘ 

Mr. Stewart. It is quite all right. 

Chairman Dawson. Mr. Lipscomb? 

Mr. Lirscoms. Would it be possible for you, Mr. Stewart, to explain 
what was meant in recommendation 22% That has to do with compre- 
hensive reports. 
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Mr. Srewarr. Yes. 

Mr. LirscoMse. It is section 1 of the bill, 1 (a). 

Mr, Stewart. That is the one in which we were trying to get com- 
prehensive reporting, you might say first for the agency as a whole and 
then for the Government as a whole. If you will let me—what section 
is that ¢ 

Mr. Lirscoms. Section 1 (a) of the bill, recommendation No. 22 of 
the Hoover Commission report. 

Mr. Stewart. What we had in mind there was this, that we would 
like to see reports which indicated not only what an agency had done 
in terms of dollars but what it had done in terms of services rendered, 
missions accomplished. 

The dollars themselves of course are meaningless alone. Suppose 
you are running a hospital. Suppose you are running Walter Reed 
Hospital. 

We would like to see something that said what the cost of running 
the hospital was, what the number of patients is, what the cost per 
patient was. We could then compare it with civilian hospitals. What 
the hospital population was, the personnel consisted of. I would con- 
sider that a comprehensive report in that particular area. A compre- 
hensive report would have to be tailored to the particular activity. 
That was purely left fluid. That is a matter for the Bureau of the 
Budget to apply its talents to. Certainly they could only go in one 
direction so far as reporting goes. 

Speaking of reporting reminds me of another matter. That is 
there is nowhere in Government at the moment any responsibility to 
report annually to the Congress on the economic health or the con- 
dition of the fiscal control within the Government. 

I would hope that the Government would develop that. The Comp- 
troller General is the servant and the watchdog of the Congress but 
he is not required to report annually on the fise ‘al health. 

I think there is a good deal of virtue in that. If I were running 
an agency and were being reviewed by either the Comptroller General! 
or the Bureau of the Budget and I knew that the day of reckoning 
was coming, that is, there would be a report on my performance, | 
think I might be a little more watchful and stretch myself a little 
further to make a reasonable respectable showing. 

The Comptroller makes a report but it is not all inclusive and it is 
not pointed at that particular thing. 

Mr. Lirscoms. Did the task force look into the reports that are 
presently being made to the Treasury Department ? 

Mr. Strewarr. We did, but those are, as we were looking upon it, 
those are purely fiscal reports. 

The Treasury is pretty much in the position of a cashier. To me 
the least informative part of the Government’s financial picture is 
what you get in the Treasury. 

I think the T reasury has looked upon itself as essentially a cashier. 
We considered very carefully whether the centralization of reporting 
should be in the Treasury or the Bureau of the Budget. Our consid- 
ered judgment was that the Bureau of the Budget was the logical 
place because they more nearly compare with what we will call a comp- 
troller’s office in a great corporation and the Treasury is essentially the 
treasurer. 
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Mr. Lipescoms. I believe the Treasury testified yesterday that if this 
function was put into the Bureau of the Budget it would be a dupli- 
cation of effort. The Treasury felt they were able and qualified per- 
haps to do the job themselves, and then they felt the Bureau of the 
Budget would just have to request the reports from them to do their 
work. 

Mr. Stewart. It seems to me that the information that you would 
get from the Treasury would be only the purely mechanical part of the 
reports that the Bureau of the Budget would develop. 

Mr. Liprscoms. In your opinion, would there be a duplication of 
reporting functions here? 

Mr. Srewart. No. 

Mr. Lirscoms. Would there be a duplication of information ? 

Mr. Stewart. Well, there is no question the Bureau of the Budget 
would have to get much of its information on the actual cash flow from 
the Treasury but that is a fairly simple and mechanical process. 

As a matter of fact we did find that even in the Treasury there was 
duplication because out in the agencies there was information which 
under a more enlightened approach we felt could be utilized. In 
other words there is duplication in that area. 

Mr. Lirscoms. That’s all I have. 

Mr. Henperson. Mr. Stewart, the task force estimated that savings 
of $4 billion would result from the 

Mr. Srewart. I expected that question. You know I wish every- 
thing was as easy to answer as that. We had quite a discussion in the 
task force as to what the projected result might be. I won’t tell you 
what the range of opinion was because it would not help this particular 
matter any, but one member who is a man of considerable experience 
said this. He said, “Suppose you were trying to run a great corpora- 
tion,” let’s take the biggest in the world, Standard of New Jersey. 
Or the Telephone Co., or any national corporation with no guide- 
posts, with no underpinning of financial fact, and with information 
which you found from time to time was faulty. In other words, you 
are running it by guesswork. What would you set as a reasonable ob- 
jective by way of saying? 

Let me say, we then looked at the budget and we found in it as 
you know there is a large portion that make very little difference 
what you do by way of management control because it is set by statute 
and by continuing statute. Take the veterans’ legislation. The con- 
sensus was that you should save at least 10 percent of the variable 
budget, which would be what, $4 billion. After some conversations I 
have had and some things I have seen-since that, it was purely an esti- 
mate, it can neither be proved or disproved in my opinion, but as a 
result of conversations I have heard, particularly since I came here 
this morning, I don’t believe that is unrealistic at all. 

Honest men may differ on that figure but what we are trying to drive 
home is that tremendous savings can be obtained by having the know]l- 
edge of financial facts. 

Mr. Lirescoms. That is what this figure was based on. The reason I 
ask is it would hel» us in our work if you had the particular references 
in mind. 

Mr. Stewart. i wish I could help you. Suppose you ask me. not the 
whole Government, but said how much would you save in the Defense 
Department? You ask Mr. McNeil, he might say he wouldn’t save 
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any. He might or he might not. Honest men can differ on a range 
of opinion like that. I don’t think you will ever get any piece by piece 
putting together of a figure. I think you will get judgments. 

Mr. Henverson. Just one other question, Mr. Stewart. Would you 
suggest what the basic reasons might be for the long continuance of 
the present system of budgeting in the Government ? 

Mr. Stewart. I think it’s twofold. I think within the agencies there 
is a natural tendency to maintain the status quo. I rather suspect that 
even the committees of Congress or those members of the committee, 
would just as soon not have to learn new tricks. It does mean a change. 
It means a change in thinking and approach. 

Yes, I am sure that once alerted and convinced that it is necessary, 
both the agencies and the Congress will do something about it. But 
there has been no—let’s put it this way—there has been no drive on the 
executive side of the Government comparable to the drive provided by 
the Comptroller General on the congressional side. 

There is a complete hiatus there. What we are trying to do is to 
put some steam in there and strengthen the Comptroller’s hands be- 
cause I have talked with the Comptroller General and his predecessor 
and he has a real difficult time. 

First to find the facts in these agencies, not that they are deliberately 
concealing them, but then it never occurred to them that it is necessary 
to do other than justify appropriations in conventional terms. I 
think there has been a good deal of thought given to this even before 
we took it up. 

There have been attempts to regain the public purse, such as the 
Coudert amendment for instance. 

Any straitjacketing by putting a ceiling on budgeting expenses to 
our way of thinking would be a mistake, because you have to be 
selective about this thing and you have to understand what you are 
taking and from whom. 

Mr. Lipscoms. Have you had an opportunity to review Mr. Can- 
non’s proposal, the chairman of the Appropriations Committee, in 
which he wishes to take all of these functions away from the Bureau 
of the Budget and set up a new office that would be similar to that 
of the Comptroller General ? 

Mr. Srewart. Only briefly. I saw a memo on that, but personally 
I think that the present organization is sound. I think organization- 
ally it is sound that the Comptroller General represent the Congress 
and that the Bureau of the Budget be the President’s arm. 

You must have those two things. I would be afraid if you went 
along with Mr. Cannon’s suggestion that you might then find an 
abandonment of responsibility in the executive side and that is the 
last thing we want. 

We want assumption of responsibility if we can get it. We want 
their feet put to the fire. 

Chairman Dawson. Any further questions? 

Mr. Pincus? 

Mr. Pincus. No questions. 

Chairman Dawson. If I understood you correctly, you said there 
is nothing in the recommendations of the Hoover report that would 
weaken the control of the Congress. 

Mr. Srewart. Nothing. As a matter of fact, Congressman, we 
considered very carefully—you may remember that the first Hoover 
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Commission recommended a so-called Accountant General. That was 
recommended out of recognition of the need for someone to spear- 
head accounting improvement in the executive branch. 

We examined that proposal very carefully as a starting point. We 
concluded that in the present climate it was unsound. In the first 
place, looking at the performance of the Comptroller General since 
the act of 1950, which, of course, was a great help to his performance, 
we found there was nothing in the Comptroller General’s performance 
that was an impediment to improvement in the executive branch if 
it so chose to improve it. 

There are those who have tried to make conflict even with the Comp- 
troller General, on some of the recommendations of the Commission 
by saying that well, the Comptroller General should be stripped of 
his power—and his is real authority—and it should go to the Bureau of 
the Budget. We did not agree with that, because we feel this situa- 
tion is different than corporate business where you have a comparison 
between stockholders and management. 

In government you have a dual interest, both the Congress and the 
Executive have responsibilities in the operation of this Government. 
You can’t shut the door on either one. The thing is to get them to- 
gether. The Comptroller General has a right to prescribe policies and 
standards. He is the congressional mouthpiece from that standpoint. 
He has been very wise I think and discerning in his use of that power, 
because he has set forth a statement of principles and standards that 
is broad enough for anyone to operate under. 

He has not attempted to get directly into operations and where the 
systems division has gotten in with the agencies to actually work on 
systems, that is usually by invitation because they had nowhere else 
to go. 

Chairman Dawson. Thank you very much, Mr. Stewart. 

We may ask you to come to us again before these hearings close, if 
we get into some difficulties. 

Mr. Srewart. Thank you,'sir. 

Chairman Dawson. There are various committee papers, with the 
consent of the committee I would like to place them in the record at 
this point. 

(The documents referred to are as follows :) 


STATEMENT oF HON, HENRY S. REUSS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF WISCONSIN 


Mr. Chairman and fellow members of the committee, I have introduced H. R. 
11052 because of my strong belief that the utmost efficiency and economy in 
Government operations are not only compatible with, but are absolutely essential 
to, effective functioning of the enormous range of activities of the Federal Govern- 
ment. H. R. 11052 is based on the recommendations of the Hoover Commission. 

The fundamental purposes of H. R. 11052 are: 

1. To make the Bureau of the Budget responsible for developing comprehensive 
reports—other than purely fiscal reports—showing the financial results of the 
operations of the Government as a whole each year; 

2. To require the use of cost-based budgets and accrual accounting in all 
Government agencies ; 

8. To place Bureau of the Budget personnel in Government agencies to keep 
a careful review on the budgeting process. 

These are technical matters developed by experts but their aim is very simple: 
to make sure that our fiscal control system operates as efficiently as possible. 
By tightening up the budgeting and accounting processes, I believe that we 
could save many millions of dollars. We could avoid such costly mistakes as the 
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recent waste of $250 million on unusable Navy fighter planes which apparently 
was caused by lack of adequate regular review of on-going programs. 

I hope this committee will give prompt and sympathetic consideration to H. R. 
11052. 





HOUSE OF REPRESENTATIVES, 
Washington, D. C., May 18, 1956. 
Hon. WiILttAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: It is my understanding that the Subcommittee on Execu- 
tive and Legislative Reorganization is planning to hold hearings May 21 and 22, 
on H, R. 7209. I should like to make a brief statement on behalf of this bill, 
urging that your subcommittee seriously consider its approval. 

I introduced H. R. 7209 on July 7, 1955, shortly after I had examined the June 
1955 report of the Commission on Organization of the Executive Branch of the 
Government. The purpose of the bill, in brief, is to carry out recommendations 
No. 10 and No. 11 of the Commission’s report. 

It is my understanding that President Eisenhower has recently recommended 
certain changes within the Bureau of the Budget. When completed, these changes 
will carry out certain recommendations of the Hoover Commission. I under- 
stand also that supplemental appropriations are now being requested from Con- 
gress for a considerable expansion in the accounting activities of the Bureau of 
the Budget. To some extent, therefore, it can be said that the executive branch 
by administrative action is attempting to attain the objectives which H. R. 7209 
also seeks to attain. 

There is good reason for general agreement on the idea that accounting methods 
in the executive branch be improved. The recent action taken by the Bureau 
of the Budget is to be commended, and I trust that additional funds will soon be 
made available to make possible the proposed expansion. 

iven if the changes are effected within the Bureau of the Budget, however, I 
think there is real merit in legislation which will express formally congressional 
approval of improved accounting methods in the executive branch. While cer- 
tain improvements in accounting could be made without legislative action, the 
executive agencies often need the spur, and also the guidance, of specific legisla- 
tive action. As the Hoover Commission report points out, “the Bureau of the 
Budget has long had the responsibility for furthering adequate accounting and 
financial methods in the executive agencies, yet it is evident that sufficient recog- 
nition has not been given to this responsibility.”’ 

The President himself has urged, in his message of May 10, 1956, transmitting 
the Commission’s budgeting and accounting recommendations, that ‘Congress 
seek the early enactment of appropriate legislative provisions to support the 
major objectives of the Commission’s recommendations.” 

I respectfully urge your committee to report favorably H. R. 7209. 

Sincerely yours, 
PETER FRELINGHUYSEN, Jr., 
Member of Congress. 





SCHENECTADY CHAMBER OF COMMERCE, 
Schenectady, N. Y., May 16, 1956. 
WILLIAM L. DAWSON, 
Chairman of the House Committee on Government Operations. 

DEAR Srm: The national affairs committee of our local chamber of commerce, 
a group of some 30 active business people of mixed politics have asked me to 
urge your support for several bills which would put into effect some of the second 
Hoover Commission recommendations, 

These bills are: 
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These bills are currently in the hands of the Senate and House Committees 
on Government Operations. While Senate committee hearings have been hed, 
the House committee has not reached that step, so we understand. 

These bills contain much needed legislation which would make it possible for 
you to visualize the progress attained, year to year, in the implementation of 
appropriations you have granted and would, for the executive branches of the 
82209—56——_8 
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Government, allow those in charge to know periodically how their funds have 
been spent. These steps would do much to advance better business management 
of Government affairs. 

To the members of the two Government Operations Committees, addressed 
above, we especially appeal for prompt, favorable reporting of these bills to 
their respective legislative bodies. 

We urge the others addressed, as well as committee members, to bring these 
bills to an early vote and to vote for them. 


2. PERSONNEL AND CIVIL SERVICE—S. 2333, H. R. 6549 


Private business has found it profitable to retain carefully selected employees 
experienced in their fields and believe the same principal would hold in govern- 
mental affairs. In business, rewards are often adopted to induce continuance 
of service. These bills would make it not only possible to select under civil serv- 
ice, but also to elevate the stature of more capable persons. 


3. BUSINESS ENTERPRISES OF THE GOVERN MENT—S, 1003 


Government operation tends to creep into competition with private enterprise. 
The reasons for Government entering such fields may or may not be justified when 
initially contemplated so reviews of the cases found should be periodically made 
as well as the establishment of a policy which would discourage Government 
competition with private business. 

Section 638 of the 1956 Defense Appropriations Act tends to discourage to 
good intentions of the Defense Department by requiring all Defense closings to 
be referred to Congress. That effect should be eliminated from the 1957 act. 
No doubt each of you have special interests toward retaining Government opera- 
tions in the areas you represent. Reasons for these interests can be given the 
Defense Department who would then be in a position to balance them against 
the reasons for closing the Government activity. Your action toward elimina- 
tion of the intent of section 638 from the 1957 act will, in the minds of many 
voters as well as our national affairs committee, indicate that you are interested 
in promoting the overall welfare of the country which, in the end, may well 
mean the welfare in the area in which it is proposed to discontinue the Gov- 
ernment plant. 

Such action on your part will remove the stigma attached to the “pigeon hol- 
ing” effect section 638 now implies. ° 

It may interest you to know that our national affairs committee has twice ccn- 
firmed its previous stand that we would not ask for special Federal aid for this 
locality. 

4, MEDICAL LIBRARY—S. 3430 


Search for better health and living grows more intensive as knowledge in- 
creases. Time has become an element of great importance. Therefore the 
secure preservation of records of things attempted in medical affairs and their 
results may obviate the need for reinvestigations and save much effort as well 
as time. 


5. SURPLUS PROPERTY——S. 2591; TRAFFIC MANAGEMENT—H., R. 6854 


The businessman is appalled not only by the very small return realized from 
the sale of surplus Government property but also by the lack of general catalog- 
and interdepartmental use of Government stocks of goods. 

Likewise, efficient management of traffic to reduce duplication and waste has 
a strong appeal to those whose business affairs are dependent on their own 
efficient management. 

6. PAPERWORK MANAGEMENT 


Bills are needed to eliminate the duplication of information required by the 
Internal Revenue Bureau Service Forms 941 and 941A. 

Past favorable action on your part toward the Hoover Commission recom- 
mendations has been noted with satisfaction. Much more is needed and can be 
done to improve the efficiency and economy of Federal affairs. 

We urge you to give favorable support and prompt action to the legislation 
mentioned above. 

Sincerely yours, 
A. GRAEME DARLING, 
For the National Affairs Committee 
of the Schenectady Chanvber of Commerce. 
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THE AMERICAN LEGION, 
NATIONAL LEGISLATIVE COMMISSION, 
Washington, D. C., May 22, 1956. 
Hon. WILLIAM L. Dawson, 

Chairman, Subcommittee on Executive and Legislative Reorganization, 
House Government Operations Committee, House Office Building, Wash- 
ington 25, D.C. 

Dear CONGRESSMAN Dawson: Referring to the hearings now being conducted 
by the Subcommittee on Executive and Legislative Reorganization of the House 
Committee on Government Operations in connection with bills H. R. 7209, 7338, 
$236, and 9402 I would like to submit the following statement: 

H. R. 7209 and H. R. 7338, which are virtually identical, are bills intended to 
provide for improving accounting methods in the executive branch of the Gov- 
ernment. The American Legion does not oppose the objective sought to be 
accomplished by the bills. We feel, however, that the committee should make 
it clear that, with reference to personnel selected by the executive agencies, 
the function of the Bureau of the Budget is to be advisory rather than directory. 
We make particular reference to sections 120 (b) (4) and 121 (a). It would 
seem contrary to sound administrative practice to weaken the authority and 
responsibility of the executive agency by imposing upon it the mandate of 
another agency in personnel affairs. The proper role of the Budget Bureau is, 
we believe, in the field of methods and procedures. 

With reference to section 121 (a), line 5, page 3, we suggest that the language 
be rephrased to make it clear that the Comptroller is to be responsible to the 
head of the executive agency and not to the Assistant Director for Accounting. 

H. R. 8236 is a bill to provide for comprehensive reports by the Bureau of the 
Budget with respect to all branches of the Government and the executive agencies 
thereof. The American Legion offers no oppoistion to the bill. 

H. R. 9402 is a bill to improve governmental budgeting and accounting methods 
and procedures. Our general comments on H. R. 7209 and H. R. 7338 are appli- 
cable here. The American Legion, of course, advocates improved governmental 
budget and accounting methods. We feel, however, that the committee should 
make it clear that the province of the Bureau of the Budget is budget and 
accounting methods. The provision of the bill assigning Budget Bureau per- 
sonnel to executive agencies would be highly objectionable if the personnel inter- 
fered with the program activities of the agencies. The Budget Bureau should 
not become a superagency domineering and directing all other executive agencies. 

I would appreciate it if this letter could be given consideration by your 
subcommittee in connection with your deliberations on these bills and also 
incorporated in the record of the hearings thereon. 

Thanking you for your cooperation, I am, 

Sincerely yours, 
MILES D. KENNeEpY, Director. 

Chairman Dawson. I understand that we will have to close at this 
hour. I am going to ask that the Comptroller of the Defense Depart- 
ment come back to us, because I think there were some things said 
here that he would like—judging from your faces and your actions— 
to take up. You will be notified of the time of the next hearing. 

If there are no further questions, or statements that you would like 
to make, we will stand adjourned until further notice. 

(Whereupon, at 12:45 p. m., the hearing was adjourned. ) 
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TUESDAY, JUNE 12, 1956 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION 
SUBCOMMITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 10 a. m., in room 1501 
New House Office Building, Hon. William L. Dawson (chairman of 
the full committee) presiding. 

Present: Representatives Dawson (presiding), Fascell, Jonas, and 
Brown (Ohio). 

Also present: Representatives Hoffman (Michigan) and Lipscomb; 
William Pincus, associate general counsel; Elmer W. Henderson, sub- 
committee counsel; and Ann E. McLachlin, clerk. 

Chairman Dawson. The subcommittee will come to order. 

Today our subcommittee will continue its hearings on H. R. 9402 
and other budget and accounting measures which we have considered. 

Since our last hearing we have received a new bill, H. R. 11526, in- 
troduced by Congressman Rogers of Florida. This bill also deals 
with budget and accounting procedures. 

(H. R. 11526 follows :) 


[H. R. 11526, 84th Cong., 2d sess.] 


A BILL To improve governmental budgeting and accounting methods and procedures, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


Section 1. (a) Section 201 of the Budget and Accounting Act, 1921, as 
amended (31 U. 8. C. 11), is further amended by inserting “{a)” after the words 
“Sec. 201.”, by changing subsection (a) to subparagraph (1); by adding after 
subparagraph (1) a new subparagraph “(2) at such times as may be practicable, 
information on program costs and accomplishments”; by changing subsections 
(b) through (j) to subparagraphs (3) through (11), respectively ; and by adding 
the following new subsections: 

“(b) The amounts of proposed appropriations referred to in sections 201 (a) 
and 208 of this Act shall, to the maximum extent deemed desirable and practi- 
cable by the President, be determined on an annual accrued expenditure basis. 

“ ‘Annual accrued expenditures’ shall relate to goods and services to be received 
in a fiscal year, advance payments, progress payments, and such other payments 
as are authorized by law to be made in such fiscal year. 

“This subsection shall not apply to appropriations made specifically for the 
payment of claims certified by the Comptroller General and of judgments; ap- 
propriations for the refund of Federal taxes and of other moneys erroneously 
received and covered into the Treasury of the United States ; appropriations made 
by private relief Acts of Congress; appropriations for the payment of interest on 
trust funds; revolving funds or appropriations thereto; appropriations for the 
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payment to former members of the Armed Forces, their dependents and benefi- 
ciaries, of any benefits to which they are entitled by reason of military service ; 
appropriations for the payment of pensions and annuities ; appropriations for the 
payment of any obligation of the United States for which liability is fixed by 
treaty; and other appropriations or funds analogous to the foregoing. 

“(c) The conversion to the use of annual accrued expenditures for stating 
proposed appropriations in accordance with section 201 (b) of this Act shall be 
accomplished in such manner and at such times as may be determined by the 
President. 

“(d) As of the end of each fiscal year, the excess of any appropriation or fund 
made on an annual accrued expenditure basis over the accrued expenditures under 
such appropriation or fund shall lapse, unless hereafter provided otherwise in 
an appropriation Act or other law. Any remaining balances of each such appro- 
priation or fund shall be merged with any appropriation or fund made for the 
same general purpose for the ensuing fiscal year and shall constitute a single ac- 
count.” 

(b) Section 216 of such Act, as amended (31 U. S. C. 24), is further amended 
by inserting “(a)” after the words “Src. 216.” and by adding the following new 
subsections : 

“(b) The requests of the departments and establishments for appropriations 
shall, in such manner and at such times as may be determined by the President, 
be developed from cost-based budgets. 

“(c) For purposes of administration and operation, such cost-based budgets 
shall be used by all departments and establishments and their subordinate units. 
Administrative subdivisions of appropriations or funds shall be made on the basis 
of such cost-based budgets.” 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2. (a) The Budget and Accounting Procedures Act of 1950 is amended by 
inserting after section 105 thereof the following new section : 


“ACCOUNTING AND BUDGET CLASSIFICATIONS 


“Sec. 106. The head of each executive agency shall, in consultation with the 
Director of the Bureau of the Budget, take whatever action may be necessary to 
achieve, insofar as is possible, (1) consistency on accounting and budget classi- 
fications, (2) synchronization between accounting and budget classifications and 
organizational structure, and (3) support of the budget justifications by infor- 
mation on performance and program costs by organizational units.” 

(b) Section 118 of such Act (31 U.S. C. 66a) is amended by adding at the end 
thereof the following new subsection : 

“(c) As soon as practicable after the date of enactment of this subsection, 
the head of each executive agency shall, in accordance with principles and stand- 
ards prescribed by the Comptroller General, cause the accounts of such agency 
to be maintained on an accrual basis to show the resources, liabilities, and costs 
of operations of such agency with a view to facilitating the preparation of cost- 
based budgets as required by section 216 of the Budget and Accounting Act, 1921, 
as amended. The accounting system required by this subsection shall include 
adequate monetary property accounting records as an integral part of the system.” 

(c) Section 118 of such Act is amended by inserting “113 (c)” after the words 
“section 111”. 


SIMPLIFICATION OF SYSTEM FOR SUBDIVIDING FUNDS 


Sec, 3. Section 8679 (g), Revised Statutes, as amended (31 U. S. C. 665 (g)), 
is further amended by adding at the end thereof the following sentence: “In order 
to have a simplified system for the administrative subdivision of appropriations 
or funds, each agency shall work toward the objective of financing each operating 
unit, at the highest practical level, from not more than one administrative sub- 
division for each appropriation or fund affecting such unit.” 


Chairman Dawson. We are happy to have Congressman Rogers 
appear before us today. 
Congressman Rogers. 
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STATEMENT OF HON. PAUL G. ROGERS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF FLORIDA 


Mr. Rogers. Thank you. 

Mr. Chairman, and distinguished members of the committee, it is 
a privilege to appear before you today urging favorable consideration 
of H. R. 11526, which I introduced, to improve budget and accounting 
procedures in the Federal Gov ernment. I know that you, as members 
of this most important House committee investigating the operations 
of our Government, are continually looking into ways to refine our 
Government operations and to reduce the costs of our Government. 

H. R. 11526, which implements most of the recommendations of the 
Hoover Commission for changes in the Government’s budgeting and 
accounting procedures, would not only reform and improve our ac- 
counting system by placing our Government accounting and budgeting 
processes on a more realistic and orderly basis, but it has been esti- 
mated that it would also result in an annual savings of $4 billion when 
fully effective. 

Chairman Dawson. Do you think that is important? 

Mr. Rocers. I think that is very important, Mr. Chairman, I surely 
do, and I know this committee feels the same way. 

Mr. Horrman. In view of your statement, would you add that $4 
billion, if we save it, to our foreign-aid appropriation / 

Chairman Dawson. No; we will reduce the taxes on the little fellow. 

Mr. HorrmMan. You would not vote more foreign aid ¢ 

Chairman Dawson. We would raise tax exemptions. 

Mr. Rogers. As I am sure this committee realizes, we have a back- 
log of unexpended authorizations in the amount of almost $80 billion 
and I think all of us realize the lack of control that this situation brings 
about. 

L believe that the provisions of this bill are sound and necessary and 
will enable the Congress to regain effective control over governmental 
expenditures. We do not now have this control because appropria- 
tions in any one year may be spent over several years and appropria- 
tions do not necessarily match expenditures in the same year. 

H. R. 11526 would require that Government agencies prepare their 
budget estimates on an accrued annual expenditure basis and that 
budgets be prepared on an accrued cost basis. 

President Eisenhower and the Director of the Bureau of the Budget 
have given strong endorsement to the recommendations of the Hoover 
Commission in this field, which recommendations are carried out in 
H. R. 11526, and in S. 3897, which is the companion bill, and which 
the Senate Government Operations Committee approved last week. 

This measure proposes changes in executive branch accounting and 
formulation of budget requests for appropriations, and it proposes 
changes in congressional authorization of the expenditure of money on 
Federal programs. 

It would place the entire governmental financial structure on an 
annual accrued-expenditures basis, as opposed to the obligation sys- 
tem now in operation. It would permit a much closer supervision 
by Congress over the expenditures of the executive branch of the 
Government and would provide for the top management of the execu- 
tive branch a more complete and more meaningful understanding of 
the financial operations of the Government. 
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Almost all major private corporations have adopted this system 
of budgetary oats and the Hoover Commission’s report indicates 
that this system can profitably and effectively be adopted by the 
Federal Gover cai. 

The changes which are proposed are generally stated in “where 
and as practicable” terms. They are not of as much consequence to 
agencies which spend money primarily for administrative and operat- 
ing purposes such as employee services, travel, rents, utilities bills; 
and which now are granted appropr iations that remain available for 
incurring obligations only during a specified fiscal year. The changes 
are more substantial for agencies that are engaged in construction 
or purchase of equipment in large volume, and which require appro- 
priations to be available for obligation over a period that is longer 
than 1 fiscal year. 

For the latter sort of department or agency, the bill would intro- 
duce practices that are essentially different from those now followed. 
Money would be provided by Congress only for 1 year’s accrued ex- 
penditures; contracts for work in excess of 1 year would be authorized 
but the money would not be provided for more than 1 year at a time. 

At the pr esent, the contract authorization is little used, and money 
is appropriated for incurring obligations not only in 1 year but over 
a greater period, the duration of which may be either definite— 
multiple- -year—or indefinite—no-year. 

Two differences are to be noted: A proposed 1-year-at-a-time appro- 
priation, contrasted with multiple or indefinite years; and appropria- 
tion for accrued expenditures rather than obligations. 

As implied in the remarks of an earlier paragraph, accrued expendi- 
tures and obligations incurred do not differ for some important 
objects, such as employees’ services, travel, and communication, util- 
ities bills, rents, interest, pensions, claims, investments. But accrued 
expenditures do differ from obligations incurred for land and struc- 
tures, equipment, supplies, and materials, grants, subsidies, and 
contributions. 

Expenditures accrue when goods and services are received, or gen- 
erally, when title passes to the Government. Accrual includes the 
occasions when performance on a contract is accepted for the purpose 
of progress payments that are made before the completion of the 
entire job. 

Obligations are incurred, on the other hand, when orders are placed 
and contracts are awarded. The accrual of expenditures differs from 
the incurral of obligations, when it differs at all, in coming at a later 
point in the process of the Government’s procurement. 

The significance of the difference between expenditures and obliga- 
tions is this: If appropriations are limited to the year’s accrued ex- 
penditures rather than the authority to obligate—whether or not obli- 
gations are incurred—then the Congress keeps much shorter the time 
that elapses between its authorization of the expenditure of funds and 
the actual expenditure of the funds. The process of review of accom- 
plishments is made more immediate. 

The bill requires that appropriation requests be in terms of accrued 
expenditures. It requires also that requests be built up from accounts 
of costs, and that measurements of performance be shown. These 
requirements are consistent with making appropriations in terms of 
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accrued expenditures, but costs may diverge from expenditures. If 
the costs incurred in the year, rather than the obligations incurred, are 
summarized in building up appropriation requests, accounts of such 
assets as inventories and of fixed properties will be needed. 

These assets may be used and so become costs in years additional to, 
or other than, that in which they are purchased. The actual cost of 
getting the benefits of the Government's programs can be ascertained 
only if cost accounts which reflect c ‘hanges in inventories, depreciation, 
and so on, are developed. 

In summary, Mr. Chairman, the provisions contained in this bill are 
designed to accomplish two broad objectives: (1) Improve financial 
administration in the executive branch, and (2) substantially 
strengthen congressional control over the financial affairs of the Fed- 
eral Government. It is my strong feeling that the provisions of this 
measure are sound, and I urge their favorable consideration by the 
committee. 

I want to thank you again, Mr. Chairman, for allowing me the 
opportunity to appear before you and testify on this legislation. 

Chairman Dawson. Mr. Hoffman. 

Mr. Horrman. What are the principal differences between that bill, 
your bill, and H. R. 9402? 

Mr. Rogers. By Mr. Lipscomb ? 

Mr. Horrman. Yes. 

Mr. Rogers. I don’t think there are too many great differences, Mr. 
Hotiman. I think you will find that there is some difference, how- 
ever—mainly the number of items which are in Mr. Lipscomb’s bill. 
I think most can be handled by administrative processes, such as set- 
ting up staff members and accounting offices in the various depart- 
ments. H. R. 11526 provides for a cost accounting and accrual basis 
budget to go into effect. 

[ don’t think that there are a great many differences. It is just 
felt that it is going to take some time for the switchover to come about, 
and there should be some flexibility in the program on the ps rt of the 
President and the executive branch of the Government to put into 
effect these changes. 

I think you will find that the President and the Bureau of the 
Budget feel that there should be some flexibility and that all of the 
decisions necessary to carry out what we want to accomplish must not 
necessarily be placed in the bill. They can be accomplished and are 
being accomplished, by administrative processes. 

Mr. Horrman. | notice on page 12 of the statement by the Depart- 
ment of Defense, the third paragraph: 

The Chairman of the Hoover Commission Task Force on Budget and Ac- 
counting has told you that the Department of Defense has made improvements 
in financial management, and some of them have been mentioned in the task 
force reports to the Hoover Commission, including that on business organization. 


Now, this: 

But it apparently did not appreciate the full magnitude and scope of the im- 
provements and the nature of a complete system required. 

What comment, if any, have you on that? 

Mr. Roaers. Well, of ¢ ourse, ‘this is the first time I have heard that. 
I don’t know offhand ex: ictly what it is referring to there. I presume 
that the Defense Department, as soon as the President makes known 
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his wishes in the matter, and the Bureau of the Budget are set up 
where they can certainly work together to carry out the ultimate ob- 
jectives of this bill, and I think for us to try to say in legislation every 
little detail that must be put into every department would be a mis- 
take. 

Mr. Horrman. I assume we have the overall and statutory—not 
statutory—the belief of Congress that there should be economy and 
more efficiency, but we don’t get it. 

Mr. Rogers. Well, I agree with your statement, Mr. Hofman, 
and I think this is an attempt to try to get a closer control on funds. 
That will allow us to have a year-by-year control, which is definitely 

needed. 

It will eventually, we hope, do away with this big backlog of un- 
expended authorizations which now amounts to about $80 billion. 

Mr. Horrman. You think this bill, and also the bill by Mr. Lips- 
comb, would take care of that situation? 

Mr. Rocers. I feel that this will, eventually. It will take some 
time, definitely, to do this. In fact, I imagine it will take around, I 
would say—somewhere around—5 years to even partially accomplish 
all the objectives of putting this system into effect. I would think 
that would be about the time that would be necessary, Mr. Hoff- 
man, because it is going to take a great deal of work, there is no ques- 
tion about it. 

They are going to have to change a great deal of their accounting 
procedure in getting on this cost basis. 

When they come up to Congress with a request, you can say, “Well, 
what was the cost of this item last year?” 

Suppose we grant authority for a ship to be built. Maybe they 
want to make plan changes. “Well, at the end of that year they are 
going to have to come back and let us know what the changes are 
that are being made, or whether they made the right decision. We 
are going to see where savings can be effected or, if a mistake has been 
made, if we are not getting “what we are supposed to for our money, 
those contracts can be cancelled at that time, rather than waiting at 
the end, when it is too late to do anything about it. 

Mr. Horrmay. Is it your opinion that sometimes—you referred to 
a ship. They will ask for a little ship, and before they get through 
it’sa big ship. 

Mr. Rocers. I think that is true. I would not doubt it at all. I 
don’t make that accusation: actually I don’t know, but I am sure 
they have changes in their plans. 

Mr. Horrman. But they can do it. It is possible. 

Mr. Rogers. I don’t know that they could necessarily change from 
a little ship to a larger ship, but we know 

Mr. HorrmMan. Well, from a little ship to a larger ship. 

Mr. Rogers (continuing). That they can bring about modifications, 
T think we know that, and merely ask for additional money later on. 

On public-works projects, for example, they start in on a public- 
works project that may be estimated to be $100 million, and by the 
time they finish, as you know, it is up to $300 million. 

This will give us a closer control on all of that, to see if the right 
decisions are being made right along. 

Mr. Horrman. Well, would this take care of, if it exists, the alleged 
practice—I think I can say alleged practice—of the departments when 
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they have unexpended balances on hand rushing out and entering 
into contracts ? 

Mr. Rogers. Yes, sir; I think it will. I think that will definitely 
preclude that. 

Mr. Horrman. And would it require the department to tell us, each 
time it comes before the Appropriations Committee, just how much 
money they have on hand in unexpended money in the same fund 
for which they are asking new money ? 

Mr. Rogers. Yes, sir. 

T think this would give us a very strict control in the budgetary 
processes of the Government. I think this will enable us to know each 
year the cost of running the department. 

Mr. Horrman. How long have you been in Congress / 

Mr. Rogers. Sir, this is my first term. 

Mr. Horrman. Well, I think the fellow that comes in knows more 
the first 2 years, perhaps—well, I would not say that they know more, 
maybe I better qualify that—but they come fresh from the people and 
they have a more, shall I say, present idea of what the people want 
than some who have been here longer. 

I have been here a little longer than you have, and sometimes I get 
confused as to just what the departments are doing and I forget 
what the people want. 

Mr. Rogers. Well, Mr. Hoffman, I do think it is essential that Con- 
gress obtain greater control of the budgetary processes of our Gov- 
ernment. I think it is imperative, and I believe this bill will help 
bring that about. 

Mr. Horrman. I hope you continue in that belief. 

Am I right in assuming that you have been somewhat shocked by 
the knowledge you have had of the way the money is spent ? 

Mr. Rocers. Well, I will say this, Mr. Hoffman: When I first came 
to Congress, I had no idea that there were unexpended funds—— 

Mr. Horrman. Something in the kitty held back. 

Mr. Rocers (continuing). In the amount of $82 billion. When I 
came here, it was $82 billion. 

Mr. Horrman. Well, you know now how much there is on hand in 
these various departments unexpended, unobligated ? 

Mr. Rocers. Yes, and that is why I am interested—— 

Mr. Horrman. You say it is $82 billion ? 

Mr. Rogers. I believe it is about $80 billion now, $79 billion to $80 
billion. 

Mr. Horrman. Where did you get that information ? 

Mr. Rogers. We got it from the governmental departments, Mr. 
Hoffman. | 

Mr. Horrman. I have never been able to learn with any degree of 
accuracy. 

Mr. Jonas. Will the gentleman yield ? 

Mr. Horrman. Yes. 

Mr. Jonas. I suppose all the criticism should not be directed to the 
departments. As TI recall, last year Congress repudiated its Appropria- 
tions Committee and added a couple of billion dollars to the public 
works bill on the floor. 

Mr. Horrman. That was not an election vear, either, was it ? 
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Mr. Jonas. It had not been budgeted, it had not been approved by 
the Bureau of the Budget, it had not been screened by the Appropria- 
tions Committee. 

So, maybe, we ought to take a little look at some of our own pro- 
cedures at the same time. 

Mr. Horrman. What you are referring to is that old practice of 
logrolling. 

Mr. Jonas. Well, I did not want to characterize it. 

Chairman Dawson. There is no logrolling. 

Mr. Horrman. No; just a trading of your support for my support, 
so we both get what we want. 

Chairman Dawson. I would say that the Congressmen are close to 
the people, and they felt the people needed it and they appropriated it. 
The House sometimes gets unruly and may take matters into their own 
hands because they appreciate that maybe they have heard recently 
from the people on it. 

Mr. HorrmMan. You mean, they have been prodded, 

Chairman Dawson. No; in righteous indignation, I would say. 
They raise up in righteous indignation. 

Mr. Horrman. Who—the people, or the Congress / 

Chairman Dawson. The Congress, the membership. 

Mr. Horrman. Well, I hope you retain your ideas and your desire 
to say that things—what business were you in before you came here / 

Mr. Rocers. I wasa lawyer, Mr. Hoffman. 

Mr. Jonas. Mr. Chairman, I would just like to say I am sorry I was 
late. I know Mr. Rogers very well, and I know his great interest in 
these subjects and I wish I had heard his statement in full. I will read 
it in the record. 

I appreciate very much your coming to the committee and explaining 
the bill. I know it has great merit. It will receive careful considera- 
tion at the hands of the subcommittee. 

Mr. Rogers. Thank you, Mr. Jonas. I appreciate that. 

Chairman Dawson. Mr. Lipscomb. 

Mr. Lrescoms. Mr. Chairman, I appreciate being able to partici- 
pate. I also want to compliment Mr. Rogers on his statement and say 
that I certainly concur with the thoughts expressed. 

I believe his bill does supplement and add some additional lan- 
guage to H. R. 9402, but some sections of H. R. 9402 are omitted in 
H. R. 11526, and I am still of the belief that more sections should be in- 
cluded to accomplish the purposes that were intended to be accom- 
plished by the Hoover Commission toward improving our budget and 
accounting system in the Government. 

I realize that H. R. 9402 does cover some things that can be put into 
operation through administrative orders and Executive orders, but 
they haven’t been done at this time, and I still say that Congress should 
take some action in declaring the intent of Congress as to what they 
would like to see done in the governmental agencies. 

_ Mr. Rogers made an excellent statement, and I compliment him on 
it. 

Chairman Dawson. Do you agree that his bill will set up methods 
better than those now in operation ? 

Mr. Lirescoms. Yes, sir; I do. I feel that H. R. 9402 does essen- 
tially the same thing as H. R. 11526 does, except, I believe, that they 
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have included language in H. R. 11526 that will be more helpful. It 
will bring about a speedier action, I feel, toward cost accounting and 
an accrual basis budget, and I believe H. R. 11526 isa good bill, if that 
is as far as the Congr ress desires to go at this time. 

Chairman Dawson. It is for this committee to determine what kind 
of bill we are going to bring out. 

Mr. Horrman. I would like to ask Mr. Lipscomb at this point to 
put into the record, in view of his report made the other day in the 
committee of which you and I are members, I would like to have him 
put in a little of his background to show that he knows what he is 
talking about. 

Sometimes it is suggested that Congress doesn’t know what they are 
talking about, when ‘the y have a background which indicates that they 
do know just exactly w hat they are talking about. 

Mr. Larscoms. What I have done in the past, sir? 

Mr. Horrman. If you will put that in the record with your statement. 

Mr. Lirscoms. Verbally now ? 

Mr. Horrman. I don’t care if you put it in now or put it in the record. 

Mr. Lirscoms. I have been in the public accounting business. That 
was my profession before I came to the Congress. I began private 
practice as a public accountant in 1939, and then I was elected to the 
California Assembly in 1947 and served on the assembly committee 
on revenue and taxation, a counterpart of the House Ways and Means 
Committee, in the State legislature ; the assembly committee on finance 
and insurance; the assembly committee on public health; was chair- 
man of the assembly committee on government organization; and 
was chairman of the joint senate-assembly committee on governmental 
reorganization, commonly known as the Little Hoover Commission, in 
the State of California, on reorganization. I handled similar legis- 
lation within the State legislature as we are handling in this Commit- 
tee on Government Operations. 

Then, after I came to Congress, I became even more interested in 
this subject, and have just « ‘omplet ted, with our chairman, Mr. Dawson, 
a study and report on the United States General Accounting Office. 

I believe that there is a slight relationship between private account- 
ing and governmental accounting. However, there are also a great 
deal of differences that I feel all people should recognize. However, 
although the problems are not the same, the basic principles are to get 
the facts and figures not only to the members of the legislative branch 
but to the people. 

I have come to realize, as Mr. Rogers indicated also, I believe, that 
the legislative branch and the executive branch have a great deal of 
difficulty in getting from the agencies and departments the actual facts 
and figures so that the budgets that we vote on can be surveyed and 
voted upon properly. I don’t believe—and I have come to realize 
this particularly since coming to Congress—that we have been given 
adequate budget justification so that we can intelligently vote upon 
the figures that we are going to use to run the Government. 

Somehow or another I get the impression—and I don’t like to use 
the word—that a lot of Congressmen are “snowballed” with prepared 
statements on programs and justifications. 

Therefore, that is why I believe that legislation such as this which 
will bring more adequate information on financial figures to the Con- 
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gress should be enacted, so that the Congress can better evaluate what 
they are voting upon. That is why we need legislation of this kind. 

Mr. Horrman. Is it like this? You mean that Congress is in some- 
what the same position that a parent would be when the small boy 
comes and asks for some money to go to the circus or to the fair. 
He wants so much, but he doesn’t tell you how much he has got in his 
pocket before he starts out. 

Mr. Lrescoms. ‘There may be some resemblance to that. 

Mr. Horrman. So neither the parent nor the Congress knows how 
much they ought to have ? 

Mr. Liescoms. That is right. 

I do believe that the legislative branch has been somewhat lax in 
not following closely the expenditures of government and the budget- 
ary process. I understand that everybody is busy with the many 
other types of pending legislation and that the Appropriations Com- 
mittee has initial jurisdiction over such things, and the members of 
the Appropriations Committee have great knowledge of what is going 
on in government, but I do feel that other Members of the Congress 
have been somewhat lax because of their other great duties in not 
keeping closer in touch with governmental budgeting and accounting 
matters. 

One of the very basic things, I feel, in the operation of our Gov- 
ernment is its financial management. A great deal of our troubles 
come from the financial management in its relation to taxes, right up 
the line, and, therefore, the more emphasis we put on financial man- 
agement, I think, the better off we are going to be in the long run. 

Mr. Jonas. Would you yield right at that point? 

Mr. Lirescomn. Yes. 

Mr. Jonas. I think I would agree with much of what you said. 
Having served on the Appropriations Committee, I know some of the 
problems from that angle also. 

Now, how, under either of these bills, would a Member of the House 
who does not serve on the Appropriations Committee, how would he 
obtain more budgetary information under these bills than he can 
obtain now ? 

Mr. Lipscoms. I think the figures that will come up will bring 
about a budget that the Members of Congress will perhaps be able to 
read. 

At the present time a Member of Congress can pick up a budget 
and look at one agency—and I am thinking of a simple one now, 
and that is the Government Printing Office—and try to reconcile 
what it costs the Government Printing Office to operate and how 
much money we have to appropriate, and a Member of Congress finds 
it impossible to look into it. 

I believe it will bring about a better and more comprehensive budget 
which can be read easily and can bring about justifications that will 
be included in the hearings that the Members of Congress can read 
and understand, instead of having so many pockets that you cannot 
put your finger on any particular one and determine what is in that 
agency ; it will kind of bring it down to fewer accounts, fewer pockets. 

Chairman Dawson. Mr. Henderson. 

Mr. Henperson. I have nothing. 

Chairman Dawson. Mr. Pincus. 

Mr. Pincus. [have just one, Mr. Chairman. 
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Following up, I think, on something suggested by Mr. Jonas, I 
think this bill has great promise of improvement, but I wonder essen- 
tially what difference there would be from the present situation. If 
we take, for example, an appropriation for the construction of a large 
hydroelectric flood-control dam, and the Congress appropriates, let 
us say, $5 million for the initial investment of : acquiring certain land 
and making certain initial improvements, and then the thing would 

take about 5 years or more to complete. 

Then, after a certain amount of money has been appropriated and 
spent, is the Congress going to be in any different position under the 
procedure, Mr. Rogers, than they are at present? Are they going to 
cut off the appropriations for the dam after it has been half con- 
structed, let us say ? 

Mr. Rogers. Well, I don’t know that they will cut off the appro- 
priations, say, after it is half constructed. I presume they probably 
would not, but suppose in your planning of the dam your pk unning 
is not done i in the first or second year. is ou don’t expend that $5 mil- 
lion in the first year or the second yea 

We want to know why that is not dans why they needed it at that 
time. They are going to have to come in each year and tell us, not 
at the end of 5 years, “and then tell us what they have done with the 
money. 

The original decision may have been a wrong decision. They may 
later find out why it was a wrong decision. So, in submitting the next 
budget, which has got to be on a yearly basis, they are going to have 
to justify it each year, you see, ‘ather than at the end of the 5-year 
period where they have got $5 million appropriated for 5 years, say. 
At present, they can use it any time within that 5 years before they 
come back to the Congress. 

Under H. R. 11526 the “y are going to have to come back each year 
and tell us about it—stricter control and better governmental agency 
control. 

Mr. Pincus. You have more frequent and more detailed justifica- 
tions of the same information that is now available to the Congress, 
I think. 

Mr. Rocers. Well, I don’t think it really is available to the Con- 
gress, in effect. It really is not available until the end of that 5 years. 

Chairman Dawson. Mr. Brown, this is our colleague, Mr. Rogers, 
who has introduced a new bill since our last meeting, “and he has bee on 
testifying as to the merits of his bill. He has been questioned by the 
Congressmen and the staff. 

Do you have some questions ? 

Mr. Brown. I have nothing at this time. 

Mr. Jonas. May I make a comment before we leave that point, Mr. 
Chairman ? 

Chairman Dawson. Yes. 

Mr. Jonas. There certainly is much to be said in support of the 
comments you have made about our finding, when we get into the 
middle of such programs, that they are costing much more than the 
original estimate. I served on a committee last year in which we were 
considering some of the power problems in the Southwest, and it came 
out in those hearings that some of the dams that had been constructed 
turned out to cost over 55 percent more than the original estimates. 
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I don’t know why that should have been so, or why we did not have 
better control over ultimate costs when the projects were authorized, 
but it was really fantastic to read some of the figures of the increased 
costs over original estimates in the construction of the projects. 

Mr. Brown. Will the gentleman yield ? 

Mr. Jonas. Yes. 

Mr. Brown. That is not an unusual situation. The Hoover Com- 
mission made a study of that situation, and they found it was in- 
variably the rule. 

I think it is probably because of the fact that underestimates were 
submitted in order to get Congress to approve. Then, once Congress 
is sucked in, and it is started, it has to be finished. 

There should be some method found, Mr. Chairman, in my opinion, 
to more definitely fix costs on some of these projects. 

Mr. Lirscoms. Mr. Chairman, may I add something there ? 

The Corps of Engineers in its civil-works functions at the present 
time is already starting on this accrual base accounting, and the 
double-entry bookkeeping system, I believe. 

Chairman Dawson. Mr. Rogers, I want to compliment you on your 
statement and the manner in which you presented your bill to us. 

I want to invite you, if you have the time, to stay with us and ask 
questions. We are going to have the Assistant Secretary of Defense, 
the Assistant Director of the Budget, and the Assistant to the Comp- 
troller General testify on your bill, and we invite you, if you can, to 
stay with us and question as you think the testimony would indicate. 

Mr. Rogers. Thank you, Mr. Chairman. I would appreciate that 
privilege. 

Chairman Dawson. The next witness will be the Honorable W. J. 
McNeil, Assistant Secretary of Defense. 


STATEMENT OF W. J. McNEIL, ASSISTANT SECRETARY OF DEFENSE 
(CONTROLLER); ACCOMPANIED BY MAURICE H. LANMAN, JR., 
ASSISTANT GENERAL COUNSEL (FISCAL MATTERS) ; HOWARD W. 
BORDNER, DEPUTY CONTROLLER FOR ACCOUNTING POLICY; AND 
DR. LLOYD MOREY, FORMER PRESIDENT OF THE UNIVERSITY 
OF ILLINOIS, CONSULTANT ON ACCOUNTING POLICY TO THE 
DEPARTMENT OF DEFENSE 


Mr. McNem. Mr. Chairman, we appreciate this opportunity to 
appear before your committee to present the views of the Department 
of Defense on these two important bills, both of which are based upon 
recommendations of the Hoover Commission and have as objectives 
the improvement of financial management in the Federal Government, 
including congressional control of expenditures. 

We are glad that your committee is making a careful study of 
these bills. 

I might add I think you are dealing with a rather involved subject 
and one that is worthy of very careful study. 

Our views, which follow, are briefly summarized from our comments 
to the Bureau of the Budget on the recommendations in the Hoover 
Commission Report on Budget and Accounting. Copies of the com- 
prehensive views of the Department of Defense on all the Hoover 
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Commission recommendations on this subject are available, and you 
may wish in the interest of time to place them in the record. 

In general, most of the following proposed provisions of H. R. 
9402 may be implemented within existing legislation. As a matter 
of fact, some of these policies and principles are stated already for 
the Department of Defense in title LV of the National Security Act, 
as amended. 

The two bills contain certain provisions which are substantially 
alike. I believe it might be helpful if we comment on both bills before 
the committee. 

We shall first discuss H. R. 9402, the earlier bill, except for those 
provisions which are common to H. R. 11526. In order to eliminate 
duplication, we shall cover later only once the provisions which are 
common to both. 

Our comments follow, item by item, for the special provisions of 
H. R. 9402 which are not contained in H. R. 11526: 

(1) Establishment of certain central reporting responsibilities in 
the Bureau of the Budget (sec. 1 (a) ). 

(2) Requirement for periodic performance reports of each depart- 
ment and agency, as well as for the Government as a whole (proposed 
new sec. 216 (b) of the Budget and Accounting Act contained in 
sec. 1 (b) of the proposed bill). 

The two foregoing provisions would implement recommendations 
2 and 22 in the Hoover Commission Report on Budget and Accounting. 

We would be glad to cooperate in implementing the major report- 
ing requirements of the bill, whether or not required by law. It is 
suggested that if this provision of the proposed section 216 (b) of 
the Budget and Accounting Act is adopted that it not include detailed 
specifications of frequency or timing of reports. For example, per- 
formance reports are being submitted monthly, quarterly, or annually 
in the Department of Defense, according to program, as may be 
appropriate. 

(3) Require assignment of personnel by the Bureau of the Budget 
to serve in each principal department and agency to independently 
review the preparation and administration of their budgets (sec. Ie 
of the bill). Re recommendation 1 of the Hoover Commission. 

Personnel of the Bureau of the Budget have long been assigned to 
work regularly with the Department of Defense. The results, on 
the whole, have been constructive and beneficial to all concerned. We 
believe in continuance of this practice, with maintenance of the inde- 
pendent status of the Bureau's representatives. We do not believe, 
however, that this practice should be required by legislation. If it 
were to be required by law, the Bureau should not be “restricted as to 
number or qualifications of the personnel to be assigned. 

Chairman Dawson. Why should we not require it by law instead 
of leaving it to the will of the administrator, when the facts show 
that it has not been done in the past? The Hoover Commission report 
so states, and these bills have pointed that out and are aimed at 
curing it. 

Mr. McNet. It has happened, Mr. Chairman, in the Department 
of Defense since 1950, and even befcre that, although it has been a 
well worked out and well planned, cdnsistent program, since 1950. 
So, it actually is happening right now, and has been for years. 
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Chairman Dawson. The Hoover Commission findings on which they 
base their recommendations were wrong ¢ 

The findings of the task force were that these things did not exist, 
and that legislation or means ought to be taken to put them into 
operation. 

Mr. Brown of the Hoover Commission is here, and that is why I 
raise the question. 

Mr. NcNeu. Regardless of that, sir, 1 think you would find that it 
has been a well planned, consistent program, carried out since 1950 
without a break. 

Mr. Brown. Even if the Department of Defense is doing this, what 
would be the harm of saying: “Inasmuch as it’s good for the Depart- 
ment of Defense, it’s good for other agencies of the Government”? 

I realize you have a greater problem in the Department of Defense. 
That is where the big money goes. 

Mr. McNeiw. We found it very helpful. I do think it is important 
that they retain their independent status. 

I personally believe it would be better if the President and the 
Director of the Bureau of the Budget were free to assign them or 
send them, or to do whatever they please, as an independent auditor 
approach, rather than to require assignment of personnel regularly. 
I believe there is some advantage to it. 

Mr. Brown. What we are trying to do in this legislation, as I 
understand it, is to fix the policy, more than to bind down just how 
many and who should be there. We leave it up to the administrative 
branch of the Government to decide, and the Chief Executive and 
others under him, to see how many are needed. 

We fix a policy that ought to apply right across to everybody. 

Mr. McNeiw. As I read the bill, sir, I thought the requirements were 
a bit specific as to numbers. 

Mr. Brown. Well, this is a legislative bill that is just simply now 
being considered in this committee. We might not have all the pro- 
visions when we finish that were contained when it was introduced. 

Mr. McNem. It was in that spirit that I was offerimg my comments. 

Mr. Brown. I would agree if it works well in the Department of 
Defense that it ought to work in other departments, also. The situ- 
ations or conditions might be a little different. 

Mr. McNet.. I have felt that it is very important that they main- 
tuin an independent position. 

This may sound strange for a bureaucrat to say, but I have felt that 
it is helpful that they do that. 

Mr. Brown. May I say to you, Mr. McNeil, many Representatives 
of the people feel sometimes that a great many agencies of the Govern- 
ment are just too independent, that perhaps we ought to require some 
things to be done by law, as well as just by whim or fancy, because 
men change. Laws should remain constant, and the rules of conduct 
for those in charge of our Government business ought to be fixed by 
the policymaking body under the Constitution, the Congress of the 
United States. 

Do you agree with that statement ? 

Mr. McNem. Well, yes, but, when T said “independent,” T meant 
that I think the role of the auditors, just as a general principle, should 
be independent of the operator. That is all I had reference to in 
using the word “independent.” 
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Turning to this bill, for example, the language is: 


Not more than two persons for each principal subdivision or department or 
establishment. 

Well, I think about 17 in the staff of the Bureau of the Budget de- 
vote free time to matters affecting the Department of Defense. 

Mr. Brown. I agree that you have a different problem in the De- 
partment of Defense than you have in any other agency or depart- 
ment of the Government, because it is a much larger problem, but 
the principle is the thing that I am trying to get at, to find out whether 
you agree with the principle. 

Mr. McNem. Well, as 1 mentioned to the chairman a moment ago, 
we have been doing it regularly, consistently, week in and week out, 
and I think it has been helpful to them. They have made suggestions 
that we have been able to follow. 

Mr. Brown. Has it been a good and helpful thing for those for- 
gotten people called the taxpayers ? 

Mr. McNei. That is the viewpoint that I am trying to take in an 
approach to this problem, sir. 

Mr. Brown. Have you found that it has resulted in some economy 
and greater efficiency ¢ 

Mr. McNei. Yes; because of their semi-independent view. 

And, we have endeavored to work as closely together as we could 
and yet not compromise their position, if you understand what I 
mean. We have telephones ringing constantly and many things to 
do hour by hour, and they have a little more of a detached position, 
and, frequently, they have suggested things that, frankly, as close as 
we are, we haven’t seen. 

I would like to think that when they made those suggestions and we 
could possibly do something about it, we strive to do it, and I think 
that is true in the Army, Navy, and Air Force. 

Mr. Brown. May I say to you, sir, and to the committee, that I have 
had the opportunity in the past 2 or 3 years to know quite a good 
deal of the work you are doing, and that you hold one of the most 
important positions and posts in the entire Federal Government, not 
only in the Department of Defense, but in the entire Federal Govern- 
ment, because you have your fingers on the pulse for spending great 
sums of money, and I am happy that you feel this sort of approach 
is worthwhile. 

Mr. McNett. May I say something, Mr. Brown. This may sound 
like a strange remark. 

[ believe that—and I know there are more and more people in the 
Department of Defense, military and civilian alike, that believe that— 
if the Department of Defense can do a good job for Uncle Sam and 
through that means develop and maintain the confidence in the coun- 
try—that we are doing a decent job—we have a chance to preserve for 
some time the necessary strength during this period of tension we 
are in, 

So, in a sense, we have, because I like to think we are good citizens, 
and, second, I belieye there is a little bit of a selfish feeling that if 
we can do a good job, the whole country will benefit, and so will we. 

Mr. Brown. I am glad to know that attitude, but I want to reiterate, 
if I may, that the Constitution of the United States places the prime 
responsibility on the Congress, not upon the President or upon the Sec- 
retary of Defense, to maintain our national defense and finances. 
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So, we cannot escape that constitutional responsibility, and, some- 
times when we make a few inquiries and perhaps seem a little critical, 
T am sure $4 understand that we are trying to meet our responsibili- 
ties as well as you gentlemen are trying to meet yours. 

Mr. McNeu. I do; and you people in the Congress have a grave 
responsibility in this whole thing. 

‘hairman Dawson. Would you just state for the benefit of the rec- 
ord, your background and service? You did not do that in the begin- 
ning, and I am sure that we would all want to hear it. 

Mr. McNeut. Prior to World War II, after getting out of the Navy 
in World War I, I was in banking, in the automobile, and the news- 
paper business. 

Then, from the beginning of World War II, I was in the Navy and 
in 1945 I was released from active duty and stayed on with Mr. 
Forrestal, who was Secretary of the Navy, and when he became Secre- 
tary of Defense I went over with him at that time in the money 
side of the business, and have been in the same general work for Secre- 
tary Johnson, Secretary Marshall, Secretary Lovett, and Secretary 
Wilson. 

Chairman Dawson. I certainly want to compliment you on your 
years of service. 

Mr. McNem. Thank you, sir. 

Mr, Jonas. Mr. Chairman, before you leave that point. 

Mr. McNeil, would it meet your objection to this section, to cut it 
off in the middle of line 18, ending with the word “responsibility” ? 

Mr. McNem. I think that would be a vast improvement, sir. It 
would certainly indicate a policy 

Mr. Jonas. I can see why Congress might well wish to have Budget 
Bureau representatives assigned officially to the departments to fur- 
ther carry out their responsibilities, but I can also see some virtue in 
your suggestion that Congress ought not to spell out the number and 
the titles of the individuals that have been so assigned. 

I just wondered if your principal objection did not relate to the 
details of the requirement rather than to the broad principle involved. 

Mr. McNen. Well, I believe the representatives of the Bureau of 
the Budget should, I think, speak to this point, but I believe that in 
the Bureau of the Budget they do have examiners, in effect, assigned 
to different agencies. 

Now, in many instances I believe they remain in the Bureau of the 
Budget, but through hearings, field trips, and so forth, take care of 
their examination of estimates. 

Of course, the Department of Defense is a bit more involved and 
complex. Starting about 1950, the old practice—while they always 
had a group assigned to our agency in the Bureau—was changed 
because they felt, and we felt, we could get more suggestions and 1m- 
provements could be made if they were, you might say, living in the 
building, not necessarily having desks there but coming over day 
after day and going almost anywhere they chose, because we would 
like to operate on an “open safe” policy as far as the Bureau is con- 
cerned. We felt that they could have a more intimate knowledge of 
our problems as well as our mistakes and weaknesses. 

Mr. Jonas. One advantage would be in having some continuity of 
ideas, would it not? 
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Mr. McNett. There has been continuity. I think Mr: Schaub, who 
is head of the Military Estimates Branch, has been in the same field 
for 11 or 12 years. For about 4 or 5 years he handled the Navy branch, 
and then, when the Department of Defense came into being, he was in 
charge of that division. . 

Mr, Jonas. There is a danger of one individual being continuously 
assigned to a department. He may become infected with some of the 
prejudices or some of the policies or points of view of the department, 
mstead of having that objective approach as an independent person 
ought to have. 

Mr. McNett. I think there could be on one person, but when they 
have 17, no; and that is, I believe, about the size of the staff. ’ 

Mr. Brown. May I intervene long enough to ask whether in your 
opinion the budgets submitted after these examinations, and so forth, 
for the Defense Department and its various military branches, have 
always been realistic and worked out any way close to their actual 
needs ¢ : 

Mr. McNett. I think, Mr. Brown, they have been getting much bet- 
ter in the last several years. 

May I give you, in terms of dollars, a measure of what has been 
done in the Department of Defense, with the assistance and subject to 
later review, to the extent they choose, of the Bureau of the Budget ? 

In 1951 the original estimates submitted to the Secretary of De- 
fense by the Army, Navy, and Air totaled about $104 billion for that 
year. This was worked out in the Department to $60 billion. 

Mr. Brown. Reduced from $104 billion to $60 billion ? 

Mr. McNet. Yes, sir. 

In that year the Congress provided $60 billion after about 12 weeks 
of hearings on the subject. 

In the following year the original submissions were $83 billion, and 
the amount provided that year was between $47 billion and $48 billion, 
and there was an adjustment by Congress of something less than one- 
half billion after again about 12 weeks of hearings in the House. 

I would like to say this as an aside. The House Committee on the 
Military does. I think, a more thorough job than many people think 
they do. The hearings begin usually in late January or early Febru- 
ary and continue through April, from morning until late afternoon. 

Mr. Brown. Is that on the authorization bills or on the appropria- 
tions? 

Mr. McNet.. I am speaking of the appropriations. They work 
straight through during that whole period, 5 days a week, occasionally 
on Saturday, from Monday until Friday from morning until evening, 
not just a half-day session. 

And then, I think we are fortunate, and perhaps the Congress is for- 
tunate, in that many of the members of that committee have been on 
assignment from 15 to 20 years. So, they are not unfamiliar with what 
has happened and what is going on. 

As I say, I think it is helpful to us, I think it is helpful to the coun- 
try that they do have that much background and experience. : 

Mr. Brown. Of course, we all appreciate the fact that both war and 
defense are very wasteful and extravagant things, but in sptie of all 
the pruning which you mentioned has been done, certain subcommit- 
tees of the Armed Services Committee have turned up some horrible 
examples of waste and extravagance in the military services. 
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Mr. McNem. That is correct. 

Mr. Brown. And in connection with your budgeting and account- 
ing, do you ever find any of that yourselves, or eliminate that waste 
and extravagance? 

Mr. McNett. Yes, sir. 

I thought Mr. Wilson put it rather well in a committee hearing 
recently when he said: 

As far as we are concerned, Ivory soap isn’t good enough. We can do well 99 
percent of the job, but 1 percent not satisfactory makes us look pretty terrible. 

Weare not perfect. I would be the last one—— 

Mr. Brown. Let me change that. 

There is every evidence, as a result of a study of the Hoover Com- 
mission, that perhaps your greatest problem in the Defense Depart- 
ment is procurement. 

Now, as a sort of fiscal officer of the Defense Department, watching 
expenditures and the budgeting and all that, are you giving any real] 
studies to this procurement problem ? 

Mr. McNett. Yes, sir. 

Mr. Brown. These are terrible examples of mismanagement or bad 
judgment, as you know. The subcommittees have found many of them. 

Mr. McNet. I think Mr. Wilson remarked about that the other day 
in connection with one aircraft that did not work out. For 5 years 
after World War II very few new aircraft could be purchased. At 
the beginning of the Korean war no one knew whether that would be 
a limited engagement or expanded. There was a rush to go into it, 
and, frankly, in one case they bought an engine from a very reputable 
company, which didn’t pan out. 

That was an error of judgment, yes. 

Mr. Brown. Is it just a question of not panning out? If I can 
recall correctly, it was the Hardy subcommittee of this committee, Mr. 
Chairman, which turned up the fact that some military officer up at 
the Detroit Arsenal, I believe, had ordered enough supplies and repair 
parts to run all the jeeps owned by the Defense Department for 104 
years, at the highest rate of use, during World War II. 

Mr. McNei. [think that was World War IT. 

Mr. Brown. It was after World War II. 

Now, it seems to a country newspaper editor and just a garden 
variety Member of Congress, that even an Army officer ought to be 
able to figure out that they might possibly change the model within 104 
years. 

If I recall correctly, the only thing that happened was that the man 
was transferred to Casablanca or some better climate, and I am just 
wondering what you do when you find these cases. 

I remember another instance during the war when toilet tissue was 
so scarce, and we found, counting all the Indians and Eskimos, that 
they had a 38-year supply stored up in Alaska—things of that sort. 

Does your Department try to stop that? I know you can’t stop it 
all, I don’t hold you responsible, but we get these stories and reports 
that are so bad. Then, when you write a letter to the Department 
it takes at least a month to get an answer. I am provoked this morn- 
ing because it took a month to get an answer back to an ordinary letter 
of inquiry that I sent. 

It seems to me that there has to be a little closer relationship here, 
somehow or other. 
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Mr. McNett, I was going to touch on it a little later, but I will at 
the moment, 

I think you made a very good statement when you said you probably 
can’t get everything, but can you get the bulk of it done. The War 
Department never in history had mbdnetary accounting for property 
until we began the program in 1952. It started in 1949, but it really 
got under way in 1952. ; 

That is on its consumption type material, that is, spare parts, gaso- 
line, lumber, paint, and things of that type. The Army put its depot 
stock material under what we call a stock fund; you might describe it 
as a Sears Roebuck type of corporation, so that nothing can be taken 
off the shelf unless it becomes a charge to today’s operation and a cur- 
rent appropriation. . 

Also, that type of mechanism carried on under a law. passed by 
Congress that I mentioned a moment ago, in 1949, lays the ground- 
work for what I would call good merchandising practices. 

Asa result of operating in this manner on consumption type inven- 
tories in the Army in the last 3 years, they have generated, because 
of not buying for replacement, $2,500 million. In 3 years the Army 
has offered for rescission or for application by legislative action, 
$2,500 million, representing a lessening of value of inventory of con- 
sumption items. 

Mr. Brown. What is your present military inventory in the Defense 
Department / 

Mr. McNett. You mean, counting ships and airplanes, bases, and 
everything ? 

Mr. Brown. Yes. 

Mr. McNet. It runs about $150 billion. 

Mr. Brown. That is about as big as the total inventory of all private 
enterprise, isn’t it ? 

Mr. McNrtu. Yes. Well, it is twice as big as the largest hundred 
corporations. 

Mr. Brown. And I recall that some of our Commission studies show 
we still own and pay storage on horse-drawn ambulances from back 
in the Spanish-American War days. 

Mr. McNett. I believe after World War II, there were some dating 
from the Civil War, but I believe they are gone. 

Mr. Brown. And harnesses, with no horses. You had plenty of 
harnesses, but no horses to put the harnesses on, and horseshoes, as I 
remember. 

Now, what has been done to clean that situation up? 

Mr. McNen.. For the last 5 years property of that kind having an 
original cost of about $1,500 million a year, has been scrapped, sold, 
disposed of, and it is coming along pretty well. 

Mr. Brown. In other words, you are saving some storage and guard 
costs now? 

Mr. McNeu.. Yes: and the best evidence of that, sir, is that in the 
last. 4 years, with a substantial increase in storage requirements, be- 
cause of all the new materials, new weapons that we have been getting, 
we have built very, very little new storage. 

And, that is just an evidence that we are trying to clean out obsolete 
material to take care of it. 

Mr. Brown. I want you to understand I knéw Jimmy Forrestal 
very well. He was one of my close personal friends. And, of course, 
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I know ex-Secretary Johnson, and Secretary Wilson. I have the 
highest regard for them, but sometimes I wonder if any man has the 
ability to really run the Defense Department, and whether it can 
actually be done or not. 

Mr. McNet. It is a tremendous task. I am optimistic enough to 
think that it can be done, and that it is improving. 

Chairman Dawson. Do you think this bill would help it along? I 
want to get back to the bill. 

Mr. Brown. These questions, Mr. Chairman, all have a connection 
with this legislation and whether Congress should take further steps 
to try to see that these things we know have been wrong in the past 
don’t happen in the future. That is our res yonsibility to our own 
people, and that is the reason why I pursued this line of questioning, 
because I think the gentleman agrees something is necessary. 

Chairman Dawson. I think we all agree on that. 

Mr. Jonas. Mr. Chairman, before you go back to that, would you 
permit one other question along that same line? 

Chairman Dawson. Yes. 

Mr. Jonas. Would you make a capsule comment on how advanta- 
geous you think this single-manager system is going to be ¢ 

Mr. McNet.. The single-manager system ? 

Mr. Jonas. Single-manager system on procurement. 

Have you been in there long enough to appraise it ? 

Mr. McNet.. No, we haven't, but I, personally, think that the 
claimed advantages will not prove out to be as profitable as some of 
the advocates have said. I think there may be some operating ad- 

vantages in certain types of commodities. Food, it’s possible that there 
will be. On clothing, I think there is less chance because of the dif- 
ferent clothing requiring different uniforms. I don’t see much saving. 

On petroleum, that was pretty well along before, although not dig- 
nified by the title before that. It was all being done, all being bought 
by a single agency. 

So, I think we may get some operating economies, but nothing, in 
my judgment, to equal that claimed by some of the advocates. 

‘Chairman Dawson. That was a hearing with all the beautiful charts 
illustrating the great savings that would result. 

Mr. McNem. The savings come about by just an awful lot of hard 
work and getting your inventories in line with consumption, whether 
it is for the Army, Navy, or Air, or the total. I don’t think it makes 
too much difference. You have to do the hard work. 

Even within each service, as Mr. Brown mentioned a minute ago, 
it is a very large operation; and even just taking a service alone, you 
almost have to break it down into certain identifiable pieces to be able 
to grasp it and manage it, and it takes just a lot of hard work in keep- 
ing inventories in line with consumption and keeping them up to date 
and modern and not overbuying, overstocking. 

And that has to be done, whether it is under a single manager or 
under the three separate ones. And that is where the real profit is. 

Mr. Fasceti. You see no difference on the market price of any of 
the products ? 

Mr. McNen.. I don’t see where you would get much difference in 
the market price, because in each case the requirement is so large for 

each of the three that you are getting the lowest price. 
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There may be some instances where you do. In other cases you may 
find 

Mr. Fascety. Government buying sets the market price. 

Mr. McNew. Well, I meant that including the Army, Navy, and Air 
requirements into one lump sum, and going out and trying to buy 
those. It doesn’t necessarily give us a cheaper price than if the Army 
requirements were purchased and separately the sum total for the 
Navy and the sum total for the Air Force. 

Mr. Brown. It would eliminate the situation which the Hébert 
committee showed up, of different branches of the military services 
paying far different prices for the very same object from the same 
manufacturer; wouldn’t it / 

Mr. MN. It could do that, sir, except if you probably check the 
orders over a period of time, the prices will be different, and you have 
to average them out. In fact, that is one of the faults I have with 
the idea. 

There was a time if the Army paid $14 for a blanket and the Marine 
Corps $13.50, we could do a little pressuring for the Army to get 
$13.50. We lose a little of that. 

Mr. Brown. But when one branch of the service pays 57 cents, as 
I recall the figure, for a square and another branch of the service buys 
the same square from the same manufacturer and pays $2.25 for it, 
there is something wrong. 

Mr. McNett. I: agree with you, sir. 

Now, going to point 4 of the first bill. 

(4) Establishment of a comptroller in each department and agency, 

responsible directly to the head of the department or agency, together 
with specification of functions to be discharged by comptrollers (sec. 
2c). Recommendation 11 of the Hoover Commission. 

Title IV of the National Security Act, as amended, already provides 
for appointment of comptrollers in the Department of Defense and 
each military department and prescribes comptroller functions on a 
broader basis than proposed in this bill. In addition it has been 
established that Department of Defense and each military department 
shall have an Assistant Secretary responsible only for financial man- 
agement. 

I think that touches on something Mr. Lipscomb brought up which 
is the importance of financial management and this is our idea of 
the importance of this function. In our department it is under an 
Assistant Secretary who has responsibility for this function in each 
military department as well as the Department of Defense as a whole. 

Mr. Lirscoms. It is just the Department of Defense that comes 
under the National Security Act; isn’t it? 

Mr. McNew. Yes. 

Mr. Lirscomn. This particular section of the bill would be applicable 
with respect to all agencies of the Government. 

Mr. McNrum. Yes. 

Mr. Liescoms. Therefore, if you found it to work satisfactorily 
under the National Security Act you would also then say that it would 
work satisfactorily for all agencies of the Government / 

Mr. McNemw. Well, I think there should be such a function in all 
agencies of the Government, and we do like it. But, there is one dif- 
ference, Mr. Lipscomb, I am going to touch on next. It is important 
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that the proposed legislation not supersede title TV in Department of 
Defense although there may be no question. : 

In other words, I don’t think it does, and we would like to preserve 
this structure as we think it is important. 

In one department the Assistant Secretary is also Comptroller; 
in two cases the Comptroller—a lieutenant general in each case— 
reports concurrently to the ‘Assistant Secretary and the Chief of Staff. 
It is important that the present proposed legislation not supersede 
title IV in application to the Department of Defense, although there 
may be some question as to whether the proposed law, if passed, would 
have that effect. : Po 

The Comptroller’s functions, as provided by the bill (in the lan- 
guage of the statement of Department of Defense views— 
greatly underemphasize his budget responsibilities. While his accounting re- 
sponsibilities are important, as emphasized by the Commission, his budget re- 
sponsbilities are even greater. 

The Commission’s report does not adequately set forth the concept that the 
Comptroller or the Assistant Secretary for Financial Management, should pro- 
vide an independent review and analysis of budgets, as well us reports on per- 
formance, and that he should assist the Secretary of the Department as coordi- 
nator in reconciling and balancing with each other, the budget claims for finan- 
cial support of the several fields of operating interest, each of which has its ad- 
vocate at top level, with the potential resources, including spending authority 
granted by the Congress. This does not mean that the comptroller or Assistant 
Secretary for Financial Management actually controls the operations, or serves 
as a general manager, or is the superior of his teammates who have responsi- 
bility for actual operations in their respective fields. 

The Department of Defense has been active in the development of this con- 
cept in Federal Government. 

Now, what I have just read is our feeling that is expressed in our 
comments on the Hoover Commission recommendations on this sub- 
ject, and I wanted to repeat them here. In other words, I feel that the 
establishment of comptroller is proper, but I think the duties go be- 
yond accounting and has to cover the budget which gets into the eval- 
uation of the money requirements for the various programs. 

Believing it is inappropriate for the Department of Defense to 
comment upon the need of providing in law for establishment. of 
comptroller functions in other agencies, the Department of Defense 
has nevertheless found that title IV of the National Security Act, as 
amended, with its broader concept of financial management, has been 
very helpful in improving financial management in the Department 
of Defense. 

(5) Establishment of Staff Office of Accounting in the Bureau 
of the Budget under the supervision of an Assistant Director of the 
Bureau for Accounting (sec. 2c of the bill); re recommendation 10 
of the Hoover Commission. 

(6) Requirement for joint studies by the Bureau of the Budget 
and General Accounting Office to determine: (a) What steps can 
be taken to eliminate duplicate accounting between the Treasury 
Department and the other departments and agencies; and (b) the 
adequacy of internal auditing in the departments and agencies (sec. 
5); re recommendations 20 and 25 of the Hoover Commission. 

We offer no special comments with respect to the provisions which 
would establish a staff office and Assistant Director for Accounting 
in the Bureau of the Budget, and require studies of the Treasury 
Department and the other departments and agencies. We shall be 
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glad to cooperate in implementation of these objectives, whether or 
not they are enacted as law. 

In other words, we fee] it is kind of inappropriate for us to 
comment on that phase of the bill. 

Establishment of a single account under each present annual ap- 
propriation, eliminating a separate account for obligations of each 
fiscal year (sec. 4) ; re recommendation 17 of the Hoover Commission. 

Establishment of a single account for each annual appropriation 
would simplify integration of accounting for costs and obligations, 
which is one of the most important features of this bill, as well as 
permit the agencies to settle claims against appropriations which 
presently lapse. 

H. R. 11526 includes the most important provisions of H. R. 9402 
with respect to budget and accounting methods. These provisions 
include the following amendments of the Budget and Accounting 
Act of 1921 and the Budget and Accounting Procedures Act of 1950: 

(1) A requirement for the institution by the departments and estab- 
lishments of the cost basis of budgeting in submitting requests to 
the Congress for appropriations, in such manner and at such times 
as may be determined by the President (sec. 1b of each bill). 

(2) A requirement, as soon as practicable, for each executive 
agency to maintain accounts on the accrual basis (including integrated 
property accounting) to facilitate the preparation of cost-based 
budgets (sec. 2b of each bill). 

(3) A requirement for achieving, insofar as possible (a) con- 
sistency in accounting and budget classifications; (b) synchroniza- 
tion between accounting and budget classifications and organization 
structure; and (c) support of budget justifications by information on 
performance and program costs by organizational units (sec. 2a of 
each bill). 

(4) Requirements in administrative control of approprietions or 
funds: (a) To simplify and reduce the number of administrative 
subdivisions (sec. 2c of H. R. 11526 and sec. 3 of H. R. 9402); and 
(b) to make administrative subdivisions upon the basis of cost-based 
budgets when instituted under section 1 (b) (sec. 1b of each bill). 

As previously stated to your committee, the Department of Defense 
supports these 4 provisions of this bill with respect. to the use of (1) 
cost-based budgets; (2) the accrual basis of accounting; (3) the basis 
of synchronizing budget and account classifications; and (4) the basis 
of administrative subdivision of funds—provided that (a) the mean- 
ing of “cost-based budgets” and the “accrual basis of accounting” is 
understood; (b) the obligation basis of budgeting, accounting and 
administrative control of appropriations and funds is also continued 
to be utilized; and (c) adequate time is allowed for orderly develop- 
ment and installation of practicable new methods in a manner that 
will not disrupt operations nor unduly increase the expense of con- 
version. 

I think your bill takes care of the latter point. However, I want to 
emphasize the point I made a moment ago, provided the accountin 
and administrative control of funds are also continued to be utilized. 
I think we must do that. 

Chairman Dawson. At the top of the page, you have “provided that 
the meaning of ‘cost-based budgets’ and the ‘accrual basis of account- 
ing’ is understood * * *.” 
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Mr. McNet. I will try to make those points clearer a little later 
on if I may. 

Mr. Henperson. I take it, Mr. McNeil, from (a) and (b) that you 
feel these things can both be handled at the same time? 

Mr. McNet. Yes, sir. 

Mr. Henperson. Accrual and cost-based budgets can be instituted 
along with the present obligational budget ? 

Mr. McNxw. Yes. 

Mr. Jonas. On page 8, Mr. McNeil, in your second proviso, if we 
leave that obligational basis in the law, doesn’t that go right to the 
heart o what Congressman Lipscomb and Congressman Rogers are 
aiming ¢ 

Mr. McNew.. No; may I attempt to develop that in the next few 
minutes, and if I don’t completely answer that question I will be glad 
to do so then. 

Mr. Jonas. [ am thinking that is the biggest fault with the present 
system ; the obligational authority. 

Mr. MocNew.. I think that in the past the Government has, over- 
emphasized the phase and I will try to bring that out. I think the 
Government has emphasized the obligational side, and almost forgot- 
ten the other. I think there is the same danger, however, of waste 
sizing the other and forgetting the obligational side. 

To bring the two things into balance, that is really the important 
step ahead we must make. 

H. R. 11526 contains a proposed requirement to make appropria- 
tions upon the basis of estimated annual accrued expenditures, rather 
than estimated obligations to be incurred, when and to the maximum 
extent deemed desirable and practicable by the President (sec. 1 (a)). 
This is a new provision which was not included in H. R. 9402. 

The question of conversion of the basis of appropriations to accrued 
expenditures may be separated from all the other provision of the bill, 
including cost budgeting. It will be the subject of separate comment. 
All of the other provisions of the bill may be implemented without 
changing the present obligation basis of appropriations. 

So far as the Department of Defense is concerned, title IV of the 
National Security Act, as amended in 1949, based upon recommenda- 
tions of the first Hoover Commission, already contains, among other 
things, most of the features of the foregoing proposals, other than 
the accrued-expenditure basis of appropriations. This bill would 
make such requirements governmentwide and, while not so broad in 
scope as title LV, does add certain specific detailed requirements which 
are not in title LV. 

With the aid and encouragement of Congress (especially the Ap- 
propriations and Armed Services Committees) the Department of 
Defense has made much progress under title IV in: 

(2) Improving appropriations and budget account structure; 
synchronizing budget and account classifications and organization 
units, and providing an account structure to take the cost-basis of 
budgeting, as well as the obligation basis. 

I would like to touch on that a moment. About 7, 8, or 10 years 
ago we had a combination in budgeting that was almost impossible 
to work with. In some instances an agency appropriation would be 
on the basis of objects of expenditure, and part of the agency’s 
appropriation would be on the basis of organization. Part of the 
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appropriations were on the basis of broad function, and the appro- 
priation didn’t always match the organizational structure, nor did the 
object of expenditure match the organizations or the functions. And 
that was what we started with between 1945 and 1950. 

All those things have to be, as your bill very properly calls for, 
brought into line, and synchronized, or you can’t get the benefit from 
these things we are all aiming for. 

We haven’t completed our task yet, but we are well along, and I 
will touch on that in a minute. 

(b) Installing financial accounting for property, worldwide, on a 
practical basis, with special consideration of needs of combat forces. 

As to this program—in many instances we have in effeet-what is a 
rough casting which is just what we want, but we still have to rub 
off the rough edges before it is really a polished and complete article. 

(c) Instituting the use of working capital funds, authorized by 
title [V, to finance inventories of consumable materiel and operations 
of industrial—and commercial-type activities—which furnish goods 
and services to other activities. These funds provide great manage- 
ment advantages which could not be obtained if appropriation methods 
were used. Also these funds employ the accrual basis of accounting 
for their operation (similar to private industrial and merchandising 
businesses). And they also facilitate the use of the accrual basis of 
accounting and cost budgeting and accounting by the customer, or 
consuming activities which are financed by the appropriated funds. 

I think Mr. Lipscomb made a very good statement when Mr. 
Rogers was here a few moments ago. I believe you said, Mr. Lipscomb, 
that there were differences between Government and industry. ac- 
counting, and in the Department of Defense we have many types of 
activities which are almost identical with their counterpart in private 
business—shipyards, manufacturing arsenals, and things like that are 
almost identical. And we can in those instances apply those prin- 
ciples and procedures which have been found best by successful private 
business, and that is what we are doing. 

I mentioned a while ago the net results we had gotten, in the case 
of the Army alone, from putting consumption-type inventories under 
that type of control and permitting the institution of good merchan- 
dising principles. which was the return in 3 years of $2.5 billion. 

(d) Improving and simplifying the basis of administrative subdivi- 
sions of appropriations and funds. 

(e) Beginning the use of cost-based budgets and accounting and the 
use of the accrual basis of accounting for appropriations financed activ- 
ities, 

This committee might be interested in what the Army, Navy, and 
Air Force is doing. Perhaps the most significant thing in the last 2 
years has been the installation i the Army of command management 
system which is in effect putting these principles ii major posts, 
camps, and stations. ‘They will be pretty well along toward comple- 
tion in the continental United States by fall. 

(f) Establishing a sound basis of programing and budgeting for 
procurement requirements, in terms of cost, of all major end items, 
through analysis of planned peacetime and mobilization requirements 
and consideration of quantities on hand and on order. 

I don’t say we are — on that, but on major items the analysis 
work is well done. Mr. Brown brought up this question and very 
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properly, because we have done some foolish things in procurement 
and we still may do them, but I hope the chances are less than before. 
These (indicating from sample forms) are the type of things required 
for each major item which brings in both the inventories, items that 
can be substituted, as well as an outline of how the requirements are 
computed, as well as the dollars. This is a complicated process, but 
this is a complicated business. 

That is done on each major item before any money is provided. 

(7) Improving obligation accounting under section 1311 of the 
Supplemental Appropriation Act of 1955. 

_ (A) Beginning the use of commitment accounting under long lead- 
time programs. (Commitments are procurement actions prior to obli- 
gation—such as orders to place contracts—for which funds should be 
reserved in determination of the day-to-day status of these programs, 
as well as accounting for progress in performance. ) 

(7) Improving administrative budgets and reports. 
Now, that is the state you are in between the time you tell somebody 
in the field to buy something and the time that it becomes a firm con- 
tract with a supplier. I think you will find that on examination we 
have done a great deal toward improving administrative budgets and 


mone 

r. Chairman, I dwelt on these points because frequently, through a 
series of hearings, when changes are being advocated, it is very easy 
to emphasize what has not been done and ignore what is actually 
being done within the present framework. And my remarks on pres- 
ent progress is an effort to put the problem in perspective. 

I dwelt on that a bit because when I was here about 2 or 3 weeks ago 
Mr. Conick was testifying for the chamber of commerce. I think 5 
said he had been in government some years ago. I wish he might come 
back today. 

I don’t think he would find it similar. He would find things differ- 
ent, and that progress has been made. He said things were worse 
now. There are people staying up day and night trying to make this 
a better niachine. And I do resent, for the people who are trying to 
make it better, just a loose statement that things are getting worse 
instead of better. Anybody could take an hour and examine the 
situation and find some of the progress that is being achieved. 

Mr. Brown. Could I ask you a question there, which I hope you 
won’t misunderstand. In the past, especially during the balmy days 
of June, we have had a great many reports reach the Capitol Hill 
as to how the lights were burning late in different agencies including 
the Department of Defense while they tried to get rid of money. that 
had been appropriated before it elapsed, and went back to the 
Treasury before June 30. 

What has been done to correct that situation ? 

Mr. McNew. Three or four things, sir,.and I believe upon exam- 
ination you would be gratified over what has taken place over the 
last 4 or 5 years. Part of this is because of improvements in admin- 
istrative processes. Congress played probably the biggest part in 
providing for our long lead time procurement, a continuing type of 
fund. June 30 now means nothing. The funds for aireraft, ships, 
tanks, ammunition, and so forth, does not lapse on June 30 in the 
Department of Defense. 
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Mr. Brown. I understand that is the case on some of the large 
items, but what about your ordinary items, common-use items? 

Mr. McNetu. The same thing, sir; because in the revolving fund 
carrying our consumption type of inventories we again have no incen- 
tive to do anything by June 30, because it is a revolving fund, and 
does not die on June 30. 

So, there is no incentive today to buy anything on June 30 that 

you can buy on August 1, absolutely not. 
' Of course, Congress did take disciplinary steps some years ago by 
providing that no more than 20 percent could be obligated in the last 
2 months of the year. ‘That is perfectly all right, but actually the 
principal thing is there is no incentive any more under the pattern 
Congress has set up for us to do that by June 30. 

Mr. Brown. Do you feel that this situation has been eliminated ? 

Mr. McNen. I would hate to say 100 percent, but 99 percent; yes. 

Mr. Brown. You are speaking of the Department of Defense only ? 

Mr. McNet.. The Department of Defense. 

Mr. Brown. Of course you don’t know whether that exists in other 
departments and agencies? 

Mr. McNet. No, sir; but as long as the funds die on June 30 there 
will always be the incentive for people to think they have to do that. 
T think we have gotten to the core of the problem. Next, I want to 
mention one other thing which is related to the continuing type of 
funds which I think has been one that has saved Uncle Sam hundreds 
of millions of dollars in the last 5 years. Today under this principle 
we now can get people to work on canceling out things that were 

previously ordered and now no longer needed, whereas if they are 
ought on an annual appropriation it is difficult to get them canceled. 

May I give you a specific example? The Marine Corps is a pretty 
good outfit. It is small enough so that it is a pretty tightly run show 
on procurement. At the beginning of the Korean war they very 
properly, I think, placed a considerable volume of orders for new 
type radios, and all that type of equipment, to reequip the Marine 
Corps.. However, it began to be obvious about 1952 that some of the 
equipment—either because later advances had been made or some of it 
couldn’t be produced—wasn’t as good as they would like to have it. 

From my standpoint, I could see why the people involved didn’t 
want to cancel. If they canceled under the annual appropriation 
system it was out, but the House and Senate Appropriation Commit- 
tees that year changed their procurement funds to the continuing type. 
Tn the next 3 or 4 months there was a good, hard look taken at every 
item outstanding. ‘The result was that there was about $300 million 
worth of materiel that was canceled to be replaced with orders for 
materiel that was up to date. 

As a result it killed some of the requirement for future appropria- 
tions and the amount taken as a credit or a reduction in the next year’s 
request. The kind of thing that is being done is to recognize both 
accounting facets of the problem and human nature. If we can get 
accounting and human nature to work together, we have got some- 
thing, but if they are opposing we haven't solved the problem. 

Mr. Fascetyi. Realizing the advantages in a great many cases of 
continuing appropriation wouldn’t it almost require that you would 
have to start oyt with a budget and wind up with the same budget if 
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you are going to exercise any control over the continuing appropri- 
ation ? 

You can’t submit one budget to Congress and operate with another 
one after Congress adjourns, 

Mr. McNetu. No; I was going to illustrate that point a little later, 
because from a statement made earlier in the hearings, I rather got the 
impression that some believed that Congress has not been provided 
with information as to where we stand, and what we have, and what 
we are going to do. 

I wonder if I might ask that the committee look at these tables 
(financial plan for fiscal year 1957). These look rather involved, 
but to answer your question would you mind glancing down under 
column 2 about on the 10th space until you see the figure 2113 under 
the Army procurement and production. It is down about 3 inches 
from the top. 

Now, this figure is a clear-cut statement of the unobligated balances 
that will be on hand, in case of the Army, this coming July 1. 

Mr. Brown. That is $2,113,000,000, I presume ? 

Mr. McNrwi. Yes. 

Now, at the same time the next column shows the assets of the Army 
that they will not have on July 1, but will get during fiscal year 1957 
based on reimbursements received for materiel shipped to the military 
assistance program or delivered by them to the Marine Corps or the 
Air Force. 

The value of reimbursement to be earned next year is $355 million. 
The next column indicates the amount of reimbursements to be earned 
in succeeding years based on orders received from the Air Force, the 
Navy and Marines, and military assistance at the end of the fiscal year. 

The next column shows a dash—that means that we are not asking 
Congress for any appropriation for Army procurement this year. 
That has just been reported out by the House at zero. 

Now, if you look to column 8 you will find the figure $200 million, 
and that will be anticipated reimbursements based on transactions 
with Army commissaries, and things of that nature. That gives the 
total assets in the account for the Army—the gross obligation author- 
ity available. 

The next three columns show planned obligations for next year, 
which is a measure of the volume of procurement for the Army next 
year. For their own account the amount is $1,386 million for mili- 
tary assistance; the Marine Corps and Air Force, $500 million with 
the total planned cbligation being $1,886 million. 

Some people have said these carryovers are large, but they are easily 
accounted for. 

Now, I would like to go to one other account of a little different type. 

Mr. Lirescoms. Before he leaves that one, may I ask a question? 

Chairman Dawson. Surely. 

Mr, Liescoms. Now, in column 2, that comes under the item of cer- 
tification under section 1311 of the Supplemental Appropriation Aci 
of 1955? 

Mr. McNet. Yes, sir. 

Mr. Lrescoms, Mr. Chairman, as long as we have gone into the 
Department of the Army and production and procurement, I think 
it would be well to insert in the record this report of the examination 
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by the United States General Accounting Office of the Department of 
Defense certification under section 1311 for June 30, 1955, because it 
has some bearing on the activities contemplated by the types of bills 
that are before us. 

Chairman Dawson. Your request will be granted. 

(The report is as follows :) 


REPORT ON EXAMINATION OF DEPARTMENT OF DEFENSE CERTIFICATION UNDER SEc- 
TION 1311 POR JUNE 30, 1955, BY THE COMPTROLLER GENERAL OF THE UNITED 
STATES 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 18, 1956. 
Hon. CLARENCE CANNON, 
Ohairman, Committee on Appropriations, 
House of Representatives. 


DEAR MR. CHAIRMAN: Herewith is a copy of a report of our examination of 
the reports submitted by the Secretary of the Department of Defense under 
section 1311 of the Supplemental Appropriation Act, 1955, with respect to the 
balances of appropriations and funds under the jurisdiction of the Department 
of Defense as of June 30, 1955. 

A copy of this report is being sent today to the chairman of the Senate Com- 
mittee on Appropriations. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptrolier General of the United States. 


RepoRsT ON EXAMINATION OF DEPARTMENT OF DEFENSE CERTIFICATION UNDER 
SECTION 1311 FoR JUNE 30, 1955 


Section 1311 of the Supplemental Appropriation Act, 1955, requires that re- 
port certifying to the balances of appropriations and funds at June 30 be sub- 
mitted not later than September 30 of each year. Reports from the Department 
of Defense were forwarded under transmittal dates as follows: 

October 8, 1955 
October 18, 1955 
December 1, 1955 
December 14, 1955 
December 23, 1955 
January 11, 1956 
January 31, 1956 

The balances as certified for certain military appropriations were considerably 
understated. The understatement was occasioned by incorrectly handling the 
additional obligational authority representing anticipated reimbursements cov- 
ered by orders issued by the Secretary of Defense against military assistance 
appropriations. 

In accordance with the Acting Comptroller General’s letter of August 19, 1955, 
the additional obligational authority was to be shown immediately below the 
applicable military appropriations as an unobligated and unexpended amount 
and appropriately identified. 

The amount of the additional obligational authority was reported by the Bu- 
reau of the Budget to be $4,178,048,810 and was allocated and identified under 
applicable military appropriations in the President’s budget for fiscal year 1957. 
This figure is not susceptible to audit but is approximately correct. 

The Army anticipated reimbursements reported by the Bureau of the Budget 
to be $902 million, applicable to three appropriations, were. not included in 
the Army certification; therefore the unobligated and unexpended balances are 
understated by the same amount, 

The Navy certification contained the following footnote : 

‘“This report does not reflect the provisions of Comptroller General letter 
(B-121541, B—122279) of August 19, 1955, and is prepared in accordance with 
Accounting Systems Memorandum No. 35 of September 3, 1954, in order that 
the certification of unpaid obligations as required by section 1311, Public Law 
663, will not be delayed beyond September 30, 1955. The revisions required by 
Comptroller General letter, relating to data other than the certification of 
unpaid obligations, will be submitted as soon as possible.” 


82209—56——_10 
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The Navy anticipated reimbursements were reported by the Bureau of the 
Budget to be $245 million applicable to 10 appropriation accounts. Examination 
disclosed that the Navy without identifying the amounts applicable to common 
item order reservation had applied $131 million as receivables to 4 of the appro- 
priation accounts. Therefore in four of the appropriations net obligated and 
unexpended balances are understated by the same amount. In the remaining 
6 appropriations the unobligated and unexpended balances are understated by 
$114 milion. 

The Air Force certification identified as anticipated reimbursements an amount 
of $2,587 million applicable to 3 appropriations compared with the Bureau of 
the Budget reported figure of $3,031 million. 

The amount of $2,587 million was included as receivables, thus understating 
the net obligated and unexpended balances by the same amount. Using the 
Bureau of the Budget figure, the Air Force also understated the unobligated 
and unexpended balances in the same 3 appropriations by $444 million or the 
difference between $3,031 million and $2,587 million. 

Unliquidated obligation balances certified adjusted for comparative purposes 
by the $131 million and the $2,587 million were as follows: 


{In millions] 


AEF onnaemeers inoue wieben ant hdedsn> thes ~héau-anel jeans lena $6, 081 
POO ia diene eget anny minimcn dp bd bbs aakad de eben La aes eels > Sona aael 7, 383 
Bit FARR R aaa citntee aeneitads ah sie} Jam petind l~ sean ids—kncts 13, 234 
Pegi rtacet am cygsescaesrentssbenthendnanteunsstine- ns omen ated eeenie enema imamate 306 

Neamt isis alice ls Lt gale oe a 27, 004 


An examination of the documentation in support of the unliquidated obliga- 
tion balances disclosed that: 

1. At least $400 million of military defense aid appropriations, overstated at 
June 30, 1954, and retained in violation of the Mutual Security Act of 1954 were 
still being retained at June 30,1955. (See report on June 30, 1954, certifications. ) 
Under date of December 23, 1955, Mr. W. J. McNeil, Assistant Secretary of De- 
fense (Comptroller), wrote the chairman of the Committee on Appropriations, 
House of Representatives, that the Defense Department relying on the MDAP 
certifications (which were overstated in excess of $400 million) initiated in 
June 1955, through the President a request to reduce the 1956 budget request 
for MDAP by $225 million. The letter further states that the overstatement 
would be offset in part by actual disbursements during fiscal year 1955 against 
liabilities not qualifying under the new criteria as of the end of the previous 
fiscal year and in part by subsequent execution of valid obligating documents. 
Actually, as explained in the report on the 1954 certification, the overcertification 
of MDAP resulted for the most part from an understatement by the Army of 
the expenditures applied against otherwise valid recorded gross obligations. 
Under the circumstances the Assistant Secretary’s explanation in no way alters 
the fact that a violation of law occurred and the amount overstated should 
revert to the Treasury as prescribed by law. 

2. The records and documents supporting unliquidated obligation balances 
are not in such form as to facilitate audit and reconciliation. 

3. Generally, trial balances were not run by the departments of balances on 
individual documents and reconciled to the control accounts. In those in- 
stances, during the examination, where it was possible to try and reconcile the 
documents to the control accounts, the control accounts were found to be over- 
stated. 

4. Expenditure data on the installation records do not agree by hundreds of 
millions of dollars with the official expenditures reported by the Army and Air 
Foree in reporting official year-end balances and issuing certifications. The 
installations therefore are restricted to reporting, for certification, gross obli- 
gations. The official expenditure figures are then inserted at the departmental 
level to arrive at the certification balances. The Army avoided the error com- 
mitted in the June 30, 1954, certification by inserting the official figure. This 
extremely unsatisfactory condition of the expenditure records precludes the stat- 
ing of any accurate reconcilable amounts for certification. 

5. Substantial amounts were deobligated in 1954 fiscal vear and prior 1-year 
accounts during the period April 30, 1955, to June 20, 1955. ‘The -net decrease 
per examination was $541 million. Actual deobligation was in excess of this 
amount as adjustments increasing the obligations are netted in these figures 
and eannot be separated. The amounts by Department were: 
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{In millions] 
$292 


TE ios sacasee n rns ac gh ts inca enn te are a ate ite AST. 2 
PR conc tciev ance ahd orden oa teamed Gok ecia aedn oe aepste ee: a ste ctncinctee ee pee Ee tY? SGU 5S 
FR oor ee nee een arate ee oe Lee Oana oe 191 

RI eicitat phittis idk eect oi cee ee ain ose 2 ee. 541 


6. Substantial amounts were also deobligated prior to June 30, 1955, in the 
1955 1-year accounts and all the no-year accounts. The exact amount of deobli- 
gations could not be determined in the Army and some bureaus of the Navy owing 
to the intense obligating activity in these accounts. One case in point where 
verification was possible occurred in the Navy Bureau of Aeronautics where the 
Bureau prior to June 80, 1955, deobligated $997 million representing reservations 
for spare parts, engineering changes, and miscellaneous items that were not 


definitized by a valid amendment to the contracts. 


In the Air Force major procurement accounts deobligations were made: 


{In millions] 





Ie i iit hint ieteieiviniatiaenn dene Eten $1, 027 
ER Ee i ihdin inirererstrte-<cndiaaeemereeriniamnee 2,116 
hich clk Rests aibhasaichabipini nathan canadaatanrttiaieeen Ste ee 3,143 


7. The departmental internal audit groups conducted audits of the unliquidated 
obligation balances at June 30, 1955. Their audits were reviewed in detail. In 
the Army and the Air Force, generally, the criteria used and the audit results were 
satisfactory. The scope and reported action on the findings of the Navy audit 
ure considered unsatisfactory. Summary details of the results of the depart- 
mental internal audits are: 

[In millions] 


(A) Army: 


Recorded unliquidated obligations___..._........----..--..-- $6, 229 
i a cs aaa eee nents $4, 190 
so ce iegeaeesamaeeiensentine mameadionin (67.3 
os a sa tape cacacenes vcess cna apceveeseos oariealeomnee ore $172 
lil lita nin nines aera bienes siete ieee eicuiinicd $144 
Unadjusted (principally spare parts) —~__--__________________ $28 
ED EE ALLEL LLLP LLLP DIC $28 
«B) Navy: 

Recorded unliquidated obligations__________....-_-____--___ $7, 604 
FER Gi oc Se. teen enone Me an dean 2, 158 
eI MN Sc fas cr Sse eaaslnn Scenics Devices ace acs sdb Svcs asec (28. 4) 
aeRO aid tas heck cts he Saiki wae ciacd acwnde $5 
I 30 nttids eu elo lst ebilssi ses wild 6 srlemat seen (*) 

TIO 5 icici ee Ab As srapehd ib Sc titdinnenabibibiaiad cob nun (*) 

Unrecorded obligations__._______ a aa a ie. 


1 Not reported. 


The Navy audit was confined to 1955 transactions only and did not determine 
to what extent obligations recorded on the books for prior years were invalid. 


{In millions] 
(C) Air Force: 


Recorded and unliquidated obligations__.....________ Sica $13, 474 
Amount examined_________--____ eet ete aie en cibiineccctdaniae titel: $9, 737 
Pehbeiit GRmMNOe se ee a oe (72.3) 
Eveled. ODGNUIONG uno SL ee i) a $1, 710 
MO i asia ciate a li al tl linea Ns ai $1, 710 
CR a in haa tictiiieecrainteece le ccnden mini crip seria titi a cle 
Unrecorded obligations___......_________ ricuilcadlecks dustatedndaiaeas $29.5 


8. Projecting the departmental audit findings on an arithmetical basis to the 
unexamined portions would indicate additional invalid obligations approximating 
as follows: 

{In millions] 
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To what extent invalid items are included in the unexamined portions is im- 
possible to determine ; however, it'is'teasonable to assume that they are present 
in the same related proportions as the examined portion. 

9. A comparison of the reported unliquidated obligation balances at June 30, 
1955, with the amounts certified is as follows: 


{In millions] 











Reported Certified Decrease 
cine ; : $6, 529 $6, 081 $448 
Seno sser = at SHIA \ 7, 604 7, 383 221 
Air Force. -- ; bi f- Babs ‘ 14, 845 | 13, 234 1,611 
Defense------- i sin cilia 323 | 306 17 

Total. __. Lis hverel Sustl 29,301 | 27, 004 | 2, 207 


The $2,297 million is offset to some extent by lapsed appropriations included 
in the reported balances but which were not certified under section 1311. These 
amounts by Department were: 


In millions 


Decrease | Lapsed Net decrease 
balances under sec, 1311 


| i 
Army... . ssi tt, ; $448 | $30 $418 


Navy- 221 | ol Ree 
Air Force. a 5 ’ 1,611 | 33 | 1, 578 
fense___ wwtowenmasire CIEL SSE 17 IF hii.--. 





Geel... oe Sonal 2, 297 | 362 | 1, 996 
. fart STIG See ee eee? Ae ee: 

The amount of $1,996 million is after the departments added for certification 
purposes unrecorded obligations at June 30, 1955. 

10. In addition to reviewing and testing the audits of the departmental 
internal audit groups, selected tests were made in certain areas with the 
following results: 

(A) ARMY 


In the Army tests were made at 18 major installations responsible for certify- 
ing the major portion of the unliquidated obligations of major procurement 
accounts. By technical service they were: 


Service ° Installation 
a a 10: 
Peep 2.5 i eo Ur CCU a) uit eh a eee 2 
puremeunneers 2 10 Sul ed Se i Dobe ee eas Sees ed + 
a I 
I an tes pein cs anne ee ree cei ie aver se me tng deve an so ecainanmtiiananie 1 





a ec re ee ee ee eee ee ee eee 18 


Questionable items, in addition to those disclosed by the Army Audit Agency, 
in the Ordnance Corps, were as follows: 


[In millions] 


ey. te idan inldacaines calm aataana Riana eatihin det einai $3 
COE TI, ee BI iiss Screens os Since eeredednd inn > 
Duplicate obligations caused by certifying overexpended amounts as obli- 
gations although obligations had been certified at other installations... 35 
Items obligated twice._........_______ i ae eee mie 1 
Unliquidated obligations on terminated contrac ts ‘not deoblig: ited_ halite cached S 
SUI i siete winestaninsoesets Miisibicnapepleniel ceisdafig aia nlite tl ai teeth eiaaiaiceng 45 


The $28 million commented on by the Army Audit Agency but not adjusted 
by the installations was comprised mainly of reservations for spare parts. In 
addition to the amount disclosed by the Army Audit Agency, several other 
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instances were noted where similar items were not disclosed by the Army test. 
Time did net permit checking all of the contracts at all locations, but the best 
approximate estimate available is $100 million instead of the $28 million dis- 
closed by the Army test. This $100 million is in addition to the $45 million 
discussed abeve. 

(B) NAVY 


The Bureau of Ships prepared a trial balance of its unliquidated obligations 
at June 30, 1955. The trial balance supported by documents on hand was $219 
million less than the control account. Certification was made on the basis of 
the control account and the trial balance was made to agree with the control 
account by inserting a suspense item of $219 million. At the time of our exami- 
nation documents. were not available to substantiate the $219 million suspense 
item, 

The Bureau of Aeronautics prior to June 30, 1955, wrote off $997 million repre- 
senting reservations for items not yet definitized. Most of these items were 
eliminated from obligations originally made on the basis of letters of intent that 
still remain on the records as letters of intent. The letters of intent under a 
ruling of the Bureau attorneys carried the maximum liability to be incurred under 
the anticipated contract rather than the amount necessary to finance operations 
for a specified period of time under the letter of intent. After writing off the 
reservations for undefinitized spare parts, engineering changes, etc., there re- 
mained an excess of $794 million over and above that necessary to finance the 
letters of intent for the period of time they have been in effect, 43 of which have 
been in effect over 6 months. 

Obligations as recorded were in accordance with the amounts specified in the 
letters of intent; however, the entire amount is highly questionable because of 
the practices involved regarding maximum amount specified and length of time 
the letters of intent are allowed te remain in effect. An aging of the 48 letters 
of intent involved is as follows: 


Calendar year 1951 and 1952____- eck SEeetenek: SS bee aos gece 11 
@alendar year 1953... -..3-1....-.. ed sain thd ainliiney cag Acme belahay ta ee 9 
Clee wedir RERAL ci ack S. ckd west red ole woseee si lh iil dain eect Ri aac 23 
CO ON TO as ici eccrine aera igdantnvaieniienn anal Risicsmientiee Diam iia haan D 

ses iced caters eee ee iba aaa ea 48 


The Military Sea Transport Service made a clerical error in certifying to con- 
tingent liabilities of $171 million. The correct amount was only $71 million. 
The Marine Corps incorrectly netted prepaid expenses against accounts payable 
in its stock fund certification, thus understating unliquidated obligations by $2 
million. 
(C) AIR FORCE 


Additional tests were not made in the Air Force because of the condition of 
the records at the Air Material Command, which controls about SO percent of 
the procurement appropriations. The condition of the records was discussed in 
the report on the June 30, 1954, certifications. As a result of the 1954 report, 
action was initiated in September 1955 to correct the records. Had an examina- 
tion been made by GAO before December, when the certification was received, 
the Air Force action would have been delayed and the findings would not have 
been conclusive pending adjustment of the records. Examination by the Air 
Force of approximately 70: percent of the dollar amount recorded resulted in a 
downward adjustment on the record of About $1.5 billion of recorded invalid 
items. 

A study was made of the Air Force revised procedures for recording obliga- 
tions involving spare parts. Formerly spare parts were obligated on a percentage 
basis upon execution of the contract. The spare parts provisioning clauses of the 
contract then required the contractor to submit lists of parts to be negotiated 
as to item, price, and quanity before execution of a contract amendment. 

After the close of the fiscal year but prior to issuance of the GAO report for 
June 30, 1954, the Air Force changed its procedure to provide for recording an 
obligation upon receipt of the contractor’s list of spare parts. As of June 30, 
1954, the Air Force had reeorded as obligations spare parts totaling at least 
$1,105.7 million that were not supported by contract amendments. The Air 
Force, many months later, abandoned the original procedure of obligating spare 
parts upon execution of the contract and considered as obligations the spare 
parts lists when originally submitted by the contractor which was prior to 
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negotiation of prices, The Air Force maintained that according to a June 30, 
1954, report it had on hand unnegotiated spare parts lists totaling $700 million. 
At the time this change was made many of the lists had progressed through 
successive stages of the price, quantity, and item negotiation stage, and verifiea- 
tion as to the exact status of the lists totaling $700 million on June 30, 1954, was 
impossible. 

Under both procedures, once the funds have been obligated, there is no incen- 
tive forcing the contractor to agree quickly on a negotiated price. Examina- 
tion as to the exact status of the lists totaling $700 million on June 30, 1954, was 

1. The Air Force is now requiring contractors to show on the spare parts 
lists an estimated unit price wherever possible. Formerly many of them carried 
only an estimated aggregate price. 

2. When received, the spare parts lists are closely checked by supply points 
as to item price and quantity, and, where possible, unit prices are inserted where 
the contractor neglects to do so. 

3. The lists are approved and sent to the administrative contracting officer, 
who in turn approves the list and sends it to the contractor. 

4. Every effort is now being made to have the contractor agree to a negotiated 
unit price before shipment, with some thought being given to not permitting 
shipment before agreement on a negotiated price. This is important and neces- 
sary to effective financial management of the Air Force. 

5. Spare parts lists are not recorded as obligations until after the lists are 
approved by the supply point and the administrative contracting officer. 

6. Everyone at all levels in the Air Materiel Command of the Air Force is 
now extremely interested in the spare parts provisioning program and concentrat- 
ing on reducing the time lag between submission of the original list and issu- 
ance of the contract amendment with definite quantities of priced items. 

The original spare parts lists, as now being submitted by the contractor and 
processed by the Air Force, satisfactorily meet the requirements of the provi- 
sioning clauses of the contract and, therefore, can be considered as meeting the 
requirements of section 1311 for recording an obligation. If the Air Force is 
unsuccessful in getting the contractor to cut down the time lag in submitting 
firm unit prices, consideration should be given by the Air Force to modifying 
the provisioning clauses of the contractor. 


SUMMARY 


1. The impact of section 1311 in the Defense Department can best be described 
by a summary of the amounts involved in the points covered in the examination. 
They are: 

{In millions] 


Deobligations during May and June 1955 in 1954 and prior 1-year 


arsenide cen ligt eget aac, ee ee ae ee eee $541 
Deobligations during’ May and June-1955'in no-year accounts of Air 

Were ep te De? Le ay dif SUS10 4 1, 027 
Same as above in the Navy Bureau of Aeronautices___-____________ 997 
Deobligations subsequent to June 30, 1955, but deducted from certification 

(Asniy, Navy, Air perce) 200) Tre) cae Jogger dh eis lias se 1, 996. 


Deobligations July 1 to Nov. 30, 1955, by the Air Force and apparently not 
considered in the certification : 





Recorded deobligations July 1 to Nov. 80______________. L_ $2, 76 

Net reduction evidenced by certification______________ uuu BTS 
538 
IR in oe ae ee ek See Jott B, Bat. nee Tree min e 

Additional questioned items disclosed by examination: 

Sundry Army Ordnance items_..._____________ Aa aa tae 45 
AFT RTA CORR ONOT UII ii ccctet si tag os ictleesee Sens em hts oeie 100 
FUROR OF: TPO CUMIN BCCI hale bs er cic ee ncli mine nice 219 
Bureau of Aeronautics letters of intent........_._____-_____-- 794 
a REE SEED PPR CES RRC Or men Trg 100 
Marine Mommas apmperate hema iiss sisi him si bch meqene Sects caecereclih meni —2Z 
Ratha. Ser receaiieteahe eid estesceddnweedadedtesicmmnuess 6, 355 


NoTEes.—(@) Possible invalid obligations in unexamined portions are not included above. 
(b) Complete reconciliation of documents to the control accounts will undoubtedly dis- 
close other items similar to the Bureau of Ships suspense item of $219,000,000. 





te 
of 
in 


th 
oF 
pl 
tis 
di 


re 
ar 


pa 


to 
re 








he 


Ag 
ag 


ect 
mn. 


41 
27 


os 


ve 


38 
99 


45 


19 
94 
00 


Al 


. 


x | 


a 


ve 


BUDGET AND ACCOUNTING 145 


2. The figures summarized above indicate that aggressive action, although be- 
lated, was taken td’bring the unliquidated obligation balances within the criteria 
set forth in section 1311. Further effort is needed at ali levels in the Defense 
Department to eliminate the problem areas that still remain. 

3. Problem areas in the enforcement of section 1311 have been, for the most 
part, confined to appropriations for major procurement, including procurement 
of spare parts. Minor problems, mostly concerning transportation, have arisen 
in the maintenance and operation appropriations, although the amounts involved 
have been relatively insignificant. The problem areas are a matter of record 
and continuing enforcement will eliminate the problems that still remain. The 
departmental internal audit groups of the Army and Air Force have been doing 
excellent work in reporting on invalid obligations. More ready acceptance in 
the past of their findings, particularly in the Army, would have found the records 
in better shape at June 30, 1955. 

4. The recording of expenditures at installations in the Army and the Air 
Force will continue to be a serious problem until such time as only one official 
expenditure figure is used throughout the departments. Until this is accom- 
plished the audit of individual document balances and reconciliation of them to 
the control accounts at the installations is virtually impossible. 

5. The examination indicated very few instances where the criteria for record- 
ing obligations were actually misunderstood as the wholesale deobligating by the 
departments might seem to indicate. Application of the criteria in the proper 
spirit when recording an obligation can eliminate the necessity for heavy de- 
obligations at. the end of the fiseal year. 

6. With very few exceptions everyone contacted at all levels in all departments, 
during this and previous examinations, agreed that strict enforcement of section 
1311 was highly desirable in order to insure reliable fiscal reporting. 

This report has been reviewed and discussed with the following persons: 


Lt. Gen. Laurin L. Williams, the Comptroller of the Army 

Hon. William B. Franke, Assistant Secretary of the Navy (financial management ) 

Hon. Lyle 8S. Garlock, Assistant Secretary of the Air Force (financial manage- 
ment) 

Mr. MoNet. I believe that report was made as of June 30, 1954; is 
that correct ? 

Mr. Lapscoms. No; June 30, 1955. 

Mr. McNem. June 30 of 1955. 

All right; well, the conditions were essentially the same. In Sep- 
tember 1954 Congress passed what I considered to be a very good piece 
of legislation. In fact, I think it was long overdue. That was defin- 
ing an obligation, a statutory definition of an obligation. 

There was no question that for years, decades, in fact, it had been 
the practice of many agencies, and I think we did it occasionally, or 
frequently, recorded as an obligation an item that was thought to be a 
“firm” deal. 

Perhaps it did turn out to be a firm deal a month or 6 months later, 
when negotiations were finished. I don’t know that you found many 
phony things. However, at time, prior to the completion of nego- 
tiations it was posted as an obligation. Actually, it may have been a 
directive to somebody to buy, say, 100 aircraft at an estimated price of 
$1 million each. Under the new legislation passed in September, and 
remember, this was after the fact, the obligation was defined. We 
are in perfect agreement that an obligation of the United States should 
be specific in listing the items and signed as a firm deal between both 
parties and then become a recordable obliation. 

However, that legislation required regulations to be issued in order 
to clarify, because this legislation just gives a broad statement of 
requirements. 

We have all kinds of transactions which have to be further defined. 
We submitted our draft. of regulations to the Comptroller General 
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in November of that year. We got his comments, I believe, the fol- 
lowing March. I am not critical of the delay because there was a lot 
involved in the problem. They had 4 or 5 differences. Those differ- 
ences took some time to work out, and they were published in May of 
1955. I believe it was the 19th of May. Ina lath the size of this, 
by the time you promulgate the orders and instruct personnel as to 
what they mean you are at the end of the year. So we havea case where 
the criteria for audit was applied, in effect, retroactively. That is the 
story behind that report. 

Mr. Liescoms. This particular report is based on your last report 
to the Comptroller General made January 31, 1956? 

Mr. McNett. That is correct. 

Mr. Liescoms, The only reason I wanted to bring this up was that 
you were making a point that the Appropriations Committee had been 
given sufficient facts to adequately justify the budget which was passed, 
and as this report points out, there were errors or omissions that 
amounted to many hundreds of millions of dollars. Therefore, when 
you show this committee $2,113 million, that figure on its face, accord- 
ing to the GAO report, is not actually correct. 

Mr. McNet. I don’t believe that is correct, sir. For example, if 
you will look at this sheet you will note it is the plan for fiscal year 
1957. The report you mentioned was for fiscal year 1955. If you will 
look to column 14 

Mr. Liescomp. Yes. 

Mr. McNet.. It shows in that column $200 million in the case of the 
Army and $3,791 million for the Department of Defense. 

Since the passage of 1311, that part of our business which is in the 
negotiation stage, is now recorded as commitments, not as obligations. 

Now, that amount will show as unobligated where a couple of years 
ago a part of that might be shown as obligations, that is correct. I 
think what we have done here this last year, and for the next year—and 
the principle is very good—is to show the obligations which met the 
test of the statutory definition, and show separately in a column labeled 
“commitments” business which is directed, and is in a motion. I think 
the good figure for the coming June 30 is 3.7 billion. 

Mr. Lirscoms. Well, the legislation now pending before this com- 
mittee will help get the correct figure to the Congress in the future? 

Mr. McNet. It won't affect this problem at all, sir. I think see- 
tion 1311 does affect it, but going to the accrual basis would not change 
this. 

Mr. Liescome. Well, you are going ahead with the improvements in 
this field ; are you not ? 

Mr. McNetn. Yes, sir. 

Mr. Lipscomp. Because this report to me is quite critical of the 
operation of the Department of Defense up to the issuance of this 
report. 

Mr. McNett. In the Senate, the other day, a representative of the 
GAO stated, when asked by a Senator, whether the Department of De- 
fense was making progress, replied that in view of the complexity of the 
situation he thought the progress was pretty good. He is sitting right 
behind you. 

Now, I think I would be the last to say that we haven’t had dust 
under the rug or over in the corner under the chairs in years past. I 
would be last to say it is absolutely dustless today, but I would like to 
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think that the house is getting pretty clean. We are ready for com- 
pany, so to speak. 

Mr. Lirscoms. My intent in proposing legislation of this type is not 
to criticize the work that has been done, because I realize that the job 
has been enormous. The purpose of the legislation of this type is to 
give you an added tool to do a more efficient job, and I believe you have 
stated that you feel that we can do a more efficient job. That is the 
purpose of the legislation. And it isn’t to say that you haven’t made 
improvements, or ‘that you are not trying to give the Congress adequate 
facts; but to date, the Congress needs more facts in order to do the job 
that they have to do. 

Mr. McNet. I don’t disagree with that, sir. I agree with the ac- 
crual principle, and I agree with the cost basis, but I think the require- 
ments for synchronization for budgeting, accounting, and administra- 
tion of funds is an absolute must. 

We come to the next question, though, and that is the budgeting 
of accrued-expenditures, and how do you handle the authority to do 
work to be performed in the future? When you do that, you get into 
the problem of providing some form of authority, and when you pro- 
vide some form of authori ity it will have to be shown in some manner 
such as pictured in this table. 

The Cuoatrrman. The value of the future authority. 

Mr. Lipscoms. With adequate background material. 

Mr. McNet. Absolutely. 

In the area of operations and maintenance, the Department of De- 
fense is moving toward the goal of. budgeting, controlling, and ac- 
counting for all controllable costs of each major identifiable activity 
under one allotment. This requires improvements in appropriation 
and budget account structures—synchronizing budget, accounting, 
and or wanization structures—managing programs in simple, direct 
organizational channels, as well as use of the accrual basis of account- 
ing, including financial accounting for inventories. 

Tf I may, T would like to emphasize the importance of synchron- 
izing budget and account structures—precise sync ‘hronization within 
one system—without the necessity for reconciliations. The use of the 
accrual basis of budgeting and accounting is fine, but to be useful in 
financial management, or in budgetary reviews by the Congress, it must 
be within the framework of appropriation and budget account struc- 
tures. Otherwise there will be two systems requiring complex and 
difficult reconciliations. 

The three military departments are in different stages of progress 
in making these improvements. The Department of the Army has 

recently reached an important milestone in this program, as indicated 

in the following excerpt from the report of the House Appropriations 
Committee on the defense appropriations bill for the fiseal year 1957 
with respect to its $3 billion operations and maintenance appropria- 
tion: 

The Department has presented to the committee a proposed revision in the 
budget structure for the “Maintenance and operations” appropriation to make 
it correspond more closely to the command-management system currently being 
installed throughout the Army. This system which will provide the basis for a 
cost-of-performance-type budget is progressing rapidly and it appears to the 
committee will make possible the gathering of more accurate information on the 
cost of operations and closer financial control in addition to giving the individ- 


ual commanders and their staffs greater authority and flexibility in conducting 
their day-to-day activities within the limitations imposed by actual cost factors. 
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If there were time, other examples applying to the Navy and Air 
Force could be given. 

In naming these improvements in the financial system special con- 
sideration is being given to the combat and combat-support forces 
of each service. The system can and must be simple for these activi- 
ties, as well as fit into the entire system in each military department. 

I might mention that double-entry bookkeeping is appropriate for 
certain types of installations, but it is questionable whether the 
double-entry system is right for an Army or Marine division at the 
38th parallel in Korea, especially under combat conditions. Yet the 
different methods applicable to different types of activities must be 
integrated into one overall system. 

Nevertheless, much remains to be done, because of the time it takes 
in such an immense, complex, and far-flung establishment as the 
Department of Defense. 

Because the problems cannot be dealt with except in consideration 
of every facet—management requirements, programing, budgeting, 
funding, property accounting, cost accounting, and so forth, we have 
developed a complete plan for our financial system. We would wel- 
come the opportunity to present it to your committee, if it can be 
arranged. 

I just mention that because now or some time later this committee 
might be interested in having us present the whole plan to them. It 
takes an hour or an hour and a half to get an idea of the different 
elements involved, and we would be happy to do it if you would care 
to arrange it. 

The Chairman of the Hoover Commission task force on budget and 
accounting has told you that the Department of Defense has made 
improvements in financial management, and some of them have been 
mentioned in task-force reports of the Hoover Commission, including 
that on business organization, but it apparently did not appreciate the 
full magnitude and scope of the improvements and the nature of the 
complete system required. 

The Department of Defense agrees with the proposal for submitting 
cost-based budgets to the Congress with appropriate requests just as 
rapidly as it is feasible to do so, considering not only the rate of con- 
tinuing progress in installation of improved financial systems, but 
also technical progress in the development of generally acceptable 
forms ,of budgets and reports for the Congress. This may be done 
without changing the basis of appropriations. 

As stated by many observers, it has been true in the past that inade- 
quate attention has been paid to costs in the Federal Government. 
It is possible to budget for both obligations and costs within the 
present basis of appropriations in terms of obligational authority. 

The cost basis of budgeting and accounting may be implemented 
in different ways, as illustrated by practices approved by the Congress 
for different agencies. 

First, is the problem of relating cost-based budgets for operating 
activities and the budgets for procurement of consumable inventories. 
Cost-based budgets for operating activities must reflect the cost of 
material consumed. But cost-based budgets are also required for pro- 
curement and inventories of this materiel in advance of consumption. 
And both types of budgets must be related to appropriations and 
funds made available by the Congress. 
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In the Department of Defense, consumable inventories, or stocks on 
hand, amount to more than $15 billion, including food, clothing, spare 
parts, fuel, lumber, medical supplies, and soon. Most of it isc entrally 
procured and distributed by inventory managers. Much of it is even 
chargeable upon use to different appropriations, as well as decen- 
tralized activities, locally managed. There are also large amounts of 
sales to individuals and to other services. 

The Department of Defense has found a valuable tool in the use 
of working capital funds to finance procurement of these inventories 
and holding them until sale or issue for use—conforming to the or- 
ganization needs in separate management of inventories and con- 
sumption. It also means that obligations of consuming appropriations 
for material costs are actually budgeted directly on the basis of cost. 
These obligations equal costs—no “reconciliations between costs, ac- 
crued expenditures, and obligations are required for inventories, as is 
true in the case of some other agencies who do not use these funds. 
And yet the Congress actually exercises effective control over these 
Ww orking capital funds thr ough the power to appropriate or reduce cap- 
ital requirements based upon the amounts justified for future plans— 
separate actions which would not be available to the Congress if 
budgeting and financing of inventories were combined with the cost 
of operations under the operating appropriations. And such com- 
bined budgeting and accounting would be quite complex—especially 
for laymen. 

By laymen, I mean generally the kind of people we must depend 
upon to manage our business. Excellent field commanders, ship com- 
manders, and aviators—they are the people we must depend on to 
run it. We must have a system they can easily understand in order 
to help them manage the business. 

Similarly, the budgeting, programing, and accounting for the cost 
of production of goods and services, in other words, ship construction 
and ship repair work, is simplified and better management facilitated, 
by the use of working capital funds for financing defense industrial- 
type activities, which do work for the program managers in the same 
manner as though the work were contracted for with private industry. 

It might be worthwhile for the committee to consider, through the 
bill, the « encouragement of the similar use of working capital funds in 
other agencies, where appropriate. 

Second, the bill makes no specific mention of the treatment of ap- 
propriation reimbursements or revenues under the accrued-expenditure 
basis of budgeting and accounting. Such appropriation reimburse- 
ment or revenues may be considered as deductions from costs or cost 
offsets in determining net costs. Doubtless it is intended this to be 
understood although it would be helpful if this were clarified. I only 
bring up this point because the bill does not mention it specifically. 

In the Department of Defense there are large revenues of such char- 
acter resulting from goods and services furnished by one military 
department to another, to the mutual defense assistance program, or 
by one activity to another, within the Department. While a great 
deal of these reimbursements are to activities financed under working 
capital funds, there are many other activities financed by allotments 
of appropriated funds which also have them. These transactions 

range from overhead expense allocations to other benefiting activities 
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such as motor pool services and utility charges to reimbursement for 
capital items of material delivered from stock or procured by one 
agency for another. This is related to economy in single-service 
procurement assignments, effective use of stocks in long-supply, and 
cross-serving to make effective use of existing service facilities and 
prevent establishment of duplicate service facilities. 

When applied to the administrative control of appropriated funds, 
it is necessary to provide for funding each activity for these reim- 
bursements, in order to permit financing of operations. And when 
appropriations and funding are upon an obligational basis, as at pres- 
ent, it is necessary to provide for funding for such reimbursements 
upon the same basis in order to finance long lead-time procurement and 
research and development work performed upon a cross-service basis. 
This means anticipation of reimbursements by procuring or perform- 
ing activities, upon their customers orders, for the procurement or per- 
formance lead time, which may be beyond one fiscal year in many cases. 

Third, we would like to:;comment: upon the use of cost-based budgets 
and accrual accounting, in relation to budgets and reports based upon 
obligations in the financial control of programs, with particular refer- 
ence to the needs of the Congress, as well as management within the 
executive branch. 

While it is true that the obligation basis of budgeting and report- 
ing is different than the basis of costs and accrued expenditures, the 
nature and extent of the differences in various circumstances are not 
fully understood. In general, the difference is significant only in the 
case of long lead-time programs. When working capital funds are 
used, as in Defense, for financing consumable inventories, long lead- 
time programs are confined to capital expenditures, like ships, air- 
craft and public works, and to research and development lt 

In the case of capitai expenditures, it should be understood that 
cost-based budgets means acquisition costs—not cost of consumption. 
And in the Government, no depreciation costs on such property ac- 
quired under appropriated funds should be budgeted and appropri- 
ated also for the activities which use the property. The bill might be 
clarified if costs were so defined to exclude depreciation on facilities 
financed by appropriated funds. 

There seems to have developed an impression that the two bases of 
budgeting and accounting for obligations and costs are somehow in 
conflict—that you cannot have the two at the same time—that of the 
two, the cost-basis is overwhelmingly the more important—that the 
Congress and the executive branch can do without the obligation basis. 
To my mind, nothing could be further from the truth. The use of the 
obligation basis is indispensable, as demonstrated over the years, in 
congressional control of the purse. However, the same is true with 
respect to the Secretary of Defense or a Secretary of one of the mili- 
tary departments. 

This unfavorable impression of the obligation basis seems to be 
derived from statements made by some members of the accounting 
profession who have found the pattern of accounting in Government 
different from that area of industrial accounting to which they are 
accustomed. 

Traditionally, external financial reports of private enterprise em- 
phasize the determination of periodic accrued revenues, related ac- 
crued costs, and resultant profits. Secondarily, statements of finan- 
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cial condition show assets, liabilities, and capital on a related basis. 
Legal commitments for the future delivery of goods and services are 
not generally reported because they do not involve current costs or 
ussets on hand. 

Yet for management purposes every well-managed industry has 
supplemental financial controls and accounts with respect to its com- 
mitments, based upon its financial plans—for construction and facili- 
ties expansion, purchases of materials and supplies for production 
and merchandise for resale, research, and development, advertising 
programs, and so forth. Not all businesses are equally well managed 
in this respect. And occasionally, an industry is found in financial 
difficulty because of laxity in such controls. 

Mr. Fascett. Can I ask you a question? Is apportionment for 
commitments to be obligated in this sheet you showed previously, is 
that a legal equipment item according to the term you used ‘ 

Mr. McNet. No; it is an administrative procedure to control the 
use of the funds, because we want to know what they are for. 

Mr. Fascetz.. This is programing, then ? 

Mr. McNet. It is more than the planning stage of programs. It 
is that part of a plan under which specific action will be taken during 
that time period. 

Mr. Fasceti. Administratively ? 

Mr. McNet. Yes. In other words, the Air Force will have specifi- 


cally directed Wright Field to procure 100 aircraft. 


Mr. Fasceti. And it goes.up on the Board, but that is not a legal 
commitment ? 

Mr. McNrit. No; but in speaking of business practices we find 
in some instances some business firms have a pretty good idea of fu- 
ture obligations and commitments. In some instances they are very 
poor. This afternoon I will have to spend some time on a matter 
relating to a company which is in very very bad shape, and it is a big 
one, but they haven’t a good idea how they stand for the future, and 
they are in trouble. And that is a case where lack of attention to 
future obligations and commitments creates a situation which is just 
us weak as overemphasis on that side and lack of emphasis on the 
cost. Both, I think, have to be taken into consideration. 

Mr. Henpverson. Mr. McNeil, early in your testimony you said you 
were going to define for.us what is meant by “cost basis.” Do you 
still plan to do that here ? 

Mr. McNew. Well, I thought I had a moment ago. 

Mr. Henperson. That is one of the big problems that we have. 

Mr. McNet. I can sum it up in this next paragraph, and if I don’t 
completely answer your question I willattempttothen. 

In the Federal Government, the Congress could not maintain finan- 
cial control over costs and expenditures, without controlling through 
limitation of amounts and specification of purposes, the legal com- 
mitments or obligations to be incurred by the departments and agencies 
for each budget year. Such legal commitments require future expen- 
ditures and result in future costs. And budgeting upon the true cost 
basis involves consideration of future, as well as current, costs of long- 
term projects to be undertaken, materiel to be contracted for, and 
<0 forth. Therefore, the accrued-expenditure basis of budgeting alone 
is incomplete cost budgeting, because it ignores such future costs. 
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Earlier, I made the point that the accrued-expenditure basis of 
yer eee is feasible.within the obligation basis. 

The obligation basis is related to the accrued-expenditure basis 
through a simple formula, as follows: 

Obligations incurred equal accrued expenditures plus the increase 
in contracts and orders or legal commitments outstanding during 
the period or less a decrease. 

The departments and agencies cannot do without budgeting, con- 
trol and accounting for total obligations and total costs of end items, 
even if it goes to the basis of accrued expenditures and costs incurred. 

In the Department of Defense, billions of dollars are involved in: 
contracts and orders outstanding at any time in procurement of air- 
craft, ships, guided missiles, production equipment, and related items 
and components; construction of public works; research and develop- 
ment work, procurement of services in overhauling and maintenance of 
aircraft, ships, and similar items; and so on. Budgeting, control, and 
accounting for these programs in terms of end-item and project costs 
is essential. And budgeting for new procurement requirements each 
me must take into consideration materiel on order as well as on 
rand. 

Neither the Department of Defense nor its contractors can operate 
without congressional authority to undertake contracts involving 
future accrued expenditures. In fact, section 3679, Revised Statutes, 
forbids contracts and orders to be placed by any officer or employee 
of any agency except within the amounts authorized by appropriation 
or other similar authority. 

Contract authority or other forms of obligational authority by the 
Congress are available in lieu of appropriation authority, but their 
past use has not been considered by many, including, we believe, some 
members of the Appropriations Committee, particularly in the House, 
to have been completely satisfactory. 

At that point I want to state that the application of the accrued 
principle and the provision of some form of contract authority, will 
not eliminate carryover authorizations. Nor will it of itself, reduce 
them, in my opinion. If I may refer to the financial plan table under 
Navy and look at the shipbuilding and conversion account, you can 
identify it by the figure 903 in column 2. That represents a carryover 
of unobligated funds. Congress is being asked for $1,480 million 
for shipbuilding and conversion this year. That $1.48 billion covers 
a specific list of ships, a specific list. That results in the total to be on 
hand available for obligation at the beginning of the year in column 10 
of $2,405 million. 

Now, the value of obligations to be placed next year under that 
shipbuilding program is estimated, looking ahead 1 year, at about $1.3 
billion, and again that is by specific ships. It will leave at the end 
of the year about $1,083 million (column 19) that will appear un- 
obligated at the end of the fiscal year 1957. That figure represents 
the cost of completion of all of the ships that Congress has authorized 
and approved specifically because ships are not purchased like an 
autombpile, from a showroom floor. 

The first. year the keel may be laid and certain of the long-time 
equipment procured. The third year you may still be doing some- 
thing to a big ship. In this case, when the Congress approves a list 
of ships for shipbuilding or conversion, those amounts are set wp 
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individually—obligated as necessary during the construction period— 
and if there is a change during the course of the period in construction 
that was mentioned a moment ago, there are changes, but they are pre- 
sented to the committee for approval either as to use of the savings, 
yr as to increased costs. 

In the recent supplemental request submitted about a month ago 
there was an item of $27 million. Last year there had been approved 
as one of the line items, three destroyers. They were planned to carry 
conventional armament. They were actually out under contract as 
of about early this spring. But during the winter the Navy had 
very successful results from their first operational use of certain types 
of guided missiles. The Navy had two choices, either to finish the 
ships, then after they were finiished, come back and say they are not 
up to date, and that they would want to spend about $50 million or 
460 million in modernizing these ships or to come up and propose to 
change them now. The decision was made that the cheapest thing to 
do was to change them now. The committee has approved the change 
really before they got under construction. 

We are going ‘to do an economical job. High priced, yes, but an 
economical job. That is how that problem was handled. All I meant 
was that this carryover of appropriations would be identically the 
same figure if this authority had been provided for under contract 
authority and we would have shown it in about the same way, although 
we might call it unobligated contract authority. I don’t see where 
a change in the method of providing advance authority would change 
the amounts of carryover of unobligated authorizations in any way. 

In the past the use of separate contract authority and appropria- 
tions to liquidate that authority has tended to result in inadequate 
consideration of the impact of the authority granted upon future years’ 
appropriations. Appropriation authority, which includes the au- 
thority to make payment as well as obligate, is considered more 
seriously. 

This tendency is illustrated by an action just taken in one of the 
Appropriations Committees on the civil public works appropriations 
for the fiscal year 1957, according to a statement by the chairman on 
the floor of the House. Five million dollars was added to this bill 
in committee, without solicitation by the executive branch, to finance 
accrued expenditures for that year, for a list of projects for which 
the ultimate cost may be $300 million. I merely mention this, because 
it shows the proposed procedure has weaknesses. It is not a panacea 
for all our ills. I believe that illustration shows the weakness of 
ignoring or deemphasizing obligational authority for the full cost 
of projects authorized for the future. 

The Hoover Commission Report on Budget and Accounting recom- 
mended use of contract authority for long lead-time programs, if its 
recommendation were adopted to use the accrued- expenditure Basie 
of appropriations. This recommendation appears in the discussion 
preceding recommendation No. 7. Unless the report is read very 

carefully, it might be missed. 

This kind of authority would be required for the Department of 
Defense in some form for almost all appropriation areas—not only 
those which cover exclusively long lead-time programs. Normal 
operating appropriations invo lve a mixture of long-lead-time activi- 
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ties in some cases, and in most cases there are requirements for some 
degree of advance contracting. 

I am thinking in such cases of where you have the basic overhaul 
of 100 aircraft or 1,000 engines to be carried on by outside contract. 
If this committee would be interested we would be glad to submit for 
the record or examination an outline plan for this method. The 
reason I bring this up, sir, is in the companion bill on the Senate. 
The bill leaves this somewhat up in the air as to just how this contract 
authority would be provided, and it would have to be done in some 
fashion. It would help us very much in commenting on this section 
of the bill if that colds outlined, and there was a clear understand- 
ing of how it would be provided and carried out, and how it would 
be accounted for. 

That is why I have been stressing some of these problems in the 
last few minutes. 

Mr. Henpverson. Referring to Mr. Rogers’ bill, do you feel the 
present method can work without any additional language? 

Mr. McNett. We would feel better if either as part of the record 
or part of the committee report outlined the general plan of how this 
authority would be provided, because it must be provided in some 
fashion. We are not objecting or taking issue with the accrued 
expenditure principle, but I think you have to have the obligational 
authority system and as I mentioned on several occasions, I don’t 
think there is any conflict between the two. 

In the past the Government has emphasized obligational control 
and has paid inadequate attention to the other. I think overemphasis 
on either one would be weak. 

Chairman Dawson. We bave just received a quorum call so if you 
gentlemen wish to answer the call you may do so, and return, because 
I think we should finish with this witness. 

Mr. McNet. I would like to touch on that plan for just a moment. 
In the plan we submitted to Senator Byrd in 1953 on this subject of 
appropriating on an expenditure basis and providing contract author- 
ity for lead-time items, we tried to make a clear-cut distinction be- 
tween the two, but also indicated how they could be worked together. 
We would hope that there would never be a situation where you would 
provide 10 percent cash and balance in authority, That leads into 
some real weaknesses and pitfalls. 

I think if you ever go to such a system you should provide 100 
percent for contract authority, the full cost of everything and then 
deal with the cash appropriations as a separate but related transaction. 

Problems such as I have been discussing were apparently foreseen 
by one of the members of this committee, the Honorable Clarance J. 
Brown, who was one of the members of the Hoover Commission. 
In the Commission’s report he made a separate statement with respect 
to the proposal for converting the appropriation structure to an 
accrued expenditure basis. He stated: 

This is a radical departure from a long standing fiscal policy which would 
require widespread change in our entire appropriation process. I am, there- 
fore, unwilling to give it blanket endorsement without the benefit of further 
study by appropriate committees of the Congress. 

We do not wish to be understood as opposing the ultimate adoption 
of the accrued expenditure basis of appropriations, if the Congress 
desires it. We have already indicated we believe the idea has some 
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merit, although it should be recognized that the proposal has some 
real weaknesses. 

I might mention that on our own initiative, we began in 1948 to 
study the subject and develop the problems involved. ~ Subsequently, 
in January 1953 we developed an outline plan for application of this 
method of appropriation, as set forth in a memorandum for Senator 
Byrd. We would be glad to file a copy of this outline plan with this 
committeee, 

If the Congress should decide to adopt the accrued-expenditure 
basis of appropriations, as provided in H. R. 11526, it is the view of 
the Department of Defense that there should be no question as to the 
authority of the President to transmit budget estimates for authoriza- 
tions to create obligations in advance of appropriations, and that sec- 
tion 1 (a) should be amended to completely clarify this point 
follows: 

At page 2, line 9, change the period to a semicolon and insert the 
following 

Provided, That nothing in this subsection shall be construed to affeet the 


authority of the President to submit requests for authorizations to create obli- 
gations in advance of appropriations. 


In this connection, however, the committee may wish to consider 
the opinion of the Comptroller General of the United States to the 
Senate Committee on Government Operations where he ruled that 
the passage of this legislation in its present form would not affect 
the existing authority of the President to submit requests for author- 
izations to create obligations in advance of appropriations. 


A moment ago I stated the proposal for appropriating on the 
accrued- expenditure basis had some merit and some weaknesses. 

First, it should be repeated that the use of this basis of appropria- 
tions is not essential to enable the use of this basis of budgeting and 
accounting. The advantages of the cost and accrued-expenditure 
basis of budgeting may be and are being obtained in any event. There- 
fore, let us look at only those additional advantages which are peculiar 
to this basis of appropriating funds. 

Second, it should be understood that, in the main, any advantages 

would be limited to those appropriations which finance long lead- time 
programs—otherwise there is little difference between obligations and 
accrued expenditures, and where operating budgets are submitted 
on the basis of cost of consumption of materiel financed initially under 
working-capital funds, as in the Department of Defense, this is par- 
ticularly true. 

Upon this basis, we can see these possible advantage and disadvan- 
tages of the accrued-expenditure basis of appropriations. 

We can see only one positive advantage. It would permit better 
understanding by many of the Government’s financial operations. Ap- 
propriations would be more in line with estimated withdrawals from 
the Treasury. While not eliminating the large carryovers of contract 

or obligational authority, covering contracts and orders for future 
delivery, these credits would be separated from cash appropriation 
balances and differently described in terms of contract authority. 

Difficulty of estimating accrued expenditure for long lead-time pro- 
grams by each fiseal year is a disadvantage. It is impossible to esti- 
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mate with a reasonable degree of accuracy the accrued expenditures 
for a given fiscal year contraet by contract or item by item. Overall 
statistical estimates must be used for each program, as a whole, and 
this would not provide a good method of budget justification. The 
operating problem resulting would require broadening the basis of 
appropriations and using no-year appropriations for long lead-time 
programs in the same manner as at present. 

I would also like to say that if you do a decent job of it you will 
always have an estimate far higher than the amount needed. If you 
examine any program you will have to examine it in such a way as to 
take care of any possible requirements under the contract. But if 
there is a shortage of material, if the design doesn’t work out, and the 
progress of the work doesn’t go on as originally scheduled, if these is a 
strike or bad weather or something of that nature, you won’t spend it. 

You can’t estimate accurately in our type of materiel item by item. 
Overall statistical estimates must be used. One of your problems is 
this would not provide a very good method of budget justification, 
although I might say if we take the department as a whole, the whole 
shipbuilding program, or the aircraft program running 6 or 8 billions 
of dollars, we can estimate quite well what it is going to be spent for 
the program as a whole, but not contract by contract, or item by 
item. 

Our estimates are much better than would result from a scientific 
detailed examination. Asa matter of fact, for several years our esti- 
mates looking ahead for the Department as a whole have been quite 
accurate, but item by item, no. 

It could require additional unnecessary work in separate administra- 
tive funding for accrued expenditures, as well as obligational author- 
ity, for every long lead-time program—with no compensating advan- 
tage. 

I think that is one of the disadvantages to us, that you have to con- 
trol it two ways, expenditures and obligations, and we don’t see where 

‘there is compensating advantage to the Government. 

Separate contract authority might be treated more lightly by the 
Congress in the granting than appropriations which also provide funds 
to finance it, as previously explained. Other advantages have been 
alleged, which are controversial. 

For instance, the statement has been made that departments and 
agencies would not rush to obligate unused funds near the end of the 
fiscal year. You can rush out to obligate contract authority as easily 
as you can a cash appropriation. This would not be changed if con- 
tract authority were used. This must be controlled by other means 
whether the authority be in the form of appropriations or contract 
authority, as for example by internal management, as well as the 
congressional limitation presently exercised, on the proportion of 
obligations to be placed in the last 2 months of the fiscal year. 

It would not require Treasury funding of appropriations way in 
advance of expenditure. I want to add that has been stated, but that 
doesn’t happen because Treasury funding is based on our expected 
cash outflow, and not the amount appropriated by the Congress, so it 
wouldn’t affect debt management or the Treasury cash position, either 
adversely, nor would it help as far as I can see. 

Another statement: It would result in reduction of Federal expend- 
itures because the Congress would review long lead-time expenditures 
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twice—once for obligation, once for expenditure. Actually the results 
might be the reverse if too little emphasis were given to granting 
obligational authority for total costs—as previously explained. The 
Congress may review the performance and status of past programs 
without changing the basis of appropriations, and if it considers pro- 
grams no longer justified, it may rescind appropriations even to the 
point of requiring contract terminations or cutbacks. 

And that has been done by Congress on occasions, particularly in 
the 1946-47 period in the cleanup after the war. 

It has been said that it would expedite installation of the accrued- 
expenditure basis of budgeting for the purposes of the Congress and 
the President, as well asthe agencies. We believe this desirable change 
would be expedited effectively by this bill, which would be the 
first definite expression of congressional intent, without necessarily 
changing the basis of appropriations. 

Perhaps in fairness to the committee I should point out that during 
the last week I have received inquiries from industry expressing con- 
cern as to how this proposed change in the method of appropriations 
would be made to work in their long-term contracting. So far as I] 
have been able to ascertain, no clear-cut plan has been outlined during 
hearings on these bills, nor their companion bills in the Senate as to 
how this long lead-time authority would be granted and administered. 
It would cause some concern, although if handled properly it could 
probably be accomplished. 

For the foregoing reasons, as well as because time will be required 
to complete the installation of the cost and accrued-expenditure basis 
of budgeting and accounting, which is a necessary preliminary, and 
to determine the nature of all the problems of this basis of budgeting, 
we commend the provision in the bill that if the basis of appropriation 
is to be changed, the President will establish the particular appropria- 
tions to be changed and when. 

I might say it is our conviction that the savings that might result 
from changes in this bill would come about largely from the better 
management of executive branch and secondly from any accounting 
change. These claims of $4 billion just don’t make sense. Better 
information does help better management and in that way we can 
get better results, but it isn’t the mere changing of accounting, in my 
opinion. ; 

The Cuarman. I think at this point we should have a breathing 
spell for about a half an hour, because I know the Congressmen would 
like to ask you questions, and we would like to complete this hearing 
today. 

(Whereupon, the committee temporarily recessed to answer the 
quorum call.) 

The Cuairman. The committee will come to order. 

Mr. MeNeil had completed his testimony when we took a little recess, 
and now if those present have any questions to ask, they may do so. 

Mr. Jonas. I think we covered the point I wanted to make about 
1 (c). ITasked you if we stop with the word “responsibility” on line 
18, on page 3 of the Lipscomb bill, if that would take care of your 
objections to that section. 

I think you indicated that it was to the last part of that section that 
most of your criticisms were directed. 
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Mr. McNet. That is correct, but as far as the executive depart- 
ment’s position, it could best be expressed by the Bureau of Budget of 
the Executive Office of the President, and it might be going a bit be- 
yond the scope of my responsibility to comment on that, but if it 
stopped there I think it would be a much better 

Mr. Jonas. You were also anxious to be ‘assured that whatever 
change is made in section 2 (c) that it not have the indirect effect or 
should not indirectly affect title IV of the National Security Act? 

Mr. McNet. That is correct, because title IV of the Security Act 
is a much broader act and in the case of the duties of the Comptroller 
provides for a broader assignment of responsibilities. 

Mr. Jonas. Do you have any particular language to suggest as to 
how that could be done ? 

Mr. McNett. Oh, I think that the legislative history and the state- 
ment of the committee report is probably the best way to take care of it. 

Mr. Jonas. And then on page 7 you stated that you support the full 
provisions of the bill subject to 2 or 3 qualifications. 

Mr. McNetw. That is correct. 

Mr. Jonas. And they are listed on page 8. It is sort of a technical 
discussion of accounting procedures, and they are over my head. I 
don’t profess to know too much about it. I think I got the impres- 
sion from what Mr. McNeil has said that the objective sought to be 
obtained in these two bills are certainly not objectionable but is not so 
sure that complete beneficial results that we hope for will be attained. 

Mr. McNett. I think the latter; I do not believe the change in the 
method of the budget would give the benefits to Congress that may 
have felt it would. I am speaking of changes in method of appro- 
priation. 

Mr. Jonas. I would like to ask you to comment briefly, or were you 
planning to ask him about that point that you and I discussed, Mr. 
Pincus? 

Mr. Pincus. I think you could ask him. 

Mr. Jonas. You commented in response, I think, to a question asked 
by Congressman Brown that you pretty well eliminated this 

Mr. McNer. June buying? 

Mr. Jonas. Yes, June buying. But how would that be affected 
if you go to an accrual basis of accounting ? 

Mr. McNet. It wouldn’t change a bit. Wouldn’t improve it nor 
hurt it 

Mr. Jonas. You don’t think so? 

Mr. McNet. As I have said several times, there will have to be 
some provision for contract authority, for aircraft, ships, and every- 
thing we buy. That is running at the present time about $13 billion. 
In addition, there is outside contracting for overhaul work and things 
of that nature, and the purchase of the overhaul and other types of 
material would bring that total close to $18 billion, for which contract 
authority would have to be provided. You can rush out to buy in 
June under contract authority just as easily as you can under the pres- 
ent method of providing obligation authority through appro- 
priations. 

Mr. Jonas. Wouldn’t you be inclined to do that if you were on an 
accrual basis ? 

Mr. McNetu. At the present time—I see your point, and I think it 
is a good one. I think it would be possible—first, the June buying 
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today is a placing of contracts and not necessarily the paying out of 
money, although that eventually naturally could follow. In other 
words, you can buy in June for delivery 1 year later. If money was 
going to die, people would naturally want to write the checks for 
June 30, which is not the case at the moment. I think we have prac- 

ically cured that, to the extent it existed. It did not, however, involve 
wine out to write checks in that year, which could be a tendency 
under the new proposal. 

Mr. Lrescoms. But under this system of cost-based budgets and 
accrual accounting, wouldn’t you have to show what the program is to 
be in the future and show what those contracts are for? In other 
words, more performance data ? 

Mr. McNen. I don’t see where it would change the requirements, 
sir. 

Mr. Lrescoms. In other words, if you went out and contracted for 
something that you didn’t need, it would show up on your justifications, 
on your records to the Appropriations Committee. 

Mr. McNett. To the same extent it does today under our current 
plans. Tothesame extent, but no greater or less. 

Mr. Liescoms. Under your current plan? 

Mr. McNet. Yes. 

Mr. Liescoms. How far has that current plan progressed ? 

Mr. McNett. Quite far. For example, you might say our business 
is broken down to two major divisions, each one covering scores of 
programs. One, of course, is the procurement of capital goods and 
that covers all the equipment as well as construction and things of 
that sort. And the other, the day-to-day operational type of thing, 
but that also includes items that require lead time, particularly when 
you are going outside the Department to have overhaul work and 
things of that 1 nature done. 

Now, in making up those programs under obligation authority basis, 
what is on hand, what is on order, what funds are on hand to buy 
more of that same type of item are all incorporated before the decision 
to request funds on the residual portion that you wish to buy. All 
those things were applied. 

Now, that would be the same under either principle. I don’t see 
how you can change it much. Now, when you get to the hundreds 
of thousands of items which are getting into the spare parts, and con- 
sumption-type item, the final decisions on budgeting have to be made 
on the basis of commodity classes and levels of inventory desired to 
be maintained. The actual buying, of course, has to deal with the 
individual connecting rod of the individual piece of gear. The actual 
buying is controlled within a given stock level of 3 months or 6 months 
or whatever may be established for that class of material. 

Now, one of the points that we feel our present system has that is 

far better for Congress, far better for the Sec retary of Defense, than 
some other approaches to the accrual system is this: That when we 
put our material into what we call a stock fund, when it is revolving 
fund type of merchandise, nothing can be taken off the shelf unless 
Congress has provided in a current budget money for that consump- 
tion. We escape one of the problems we have had in the military, 
and that is sending requisitions over to the depot, using the material 
and even though they record it, find that you have to buy more the 











160 BUDGET AND ACCOUNTING 


next year. And under the stock fund principle, nothing can be taken 
off the shelf unless it is charged to a ‘current appropriation and that 
would be true whether under accrued expenditures or under the pres- 
ent basis as we would operate. 

Mr. Lirescoms. Mr. Chairman, I would like to read something into 
the record and ask Mr. McNeil to comment on it. It is from page 
5 of a report to the House Committee on Appropriations of significant 
findings developed by the General Accounting Office as of December 
of 1955. 

It says: 

* * * While there is a noticeably growing appreciation of the need for correl- 
ating the programing, budgeting, accounting and reporting functions to replace 
the present unrelated systems, most of the unsatisfactory basic weaknesses in 
departmentwide financial management, discussed in the prior report of signifi- 
cant findings, still exist. Integration of top-level planning of programs with the 
preparation of budget presentation data is still inadequate ; disclosure of the long- 
range as well as the budget year costs of programs in budget data is still neces- 
sary; some improvements have been made in eliminating excessive fund control 
through the overuse of the allotment device, but only to a limited extent; and 
the development of a single integrated accounting system incorporating appro- 
priation, funds, cost and property accounting is still far from a reality in most 
areas of activities. Until financial management in the Department of Defense 
is related to the control of program objectives in terms of their costs rather than 
to the principle of control of individual transactions through the funding proc- 
esses, the development of adequate and interrelated budgeting, accounting and 
reporting systems will be incomplete * * *, 

Mr. McNett. Yes; I would like to comment on that, sir. And it 
touches on one feature that you have, I think, very properly included 
in your proposed bill. The development of an accounting system for a 
post, camp, or station or segment of our operation which disregards 
the source of the funds is not a system which will ever give a Secretary 
of a military department or Secretary of Defense or the Congress 
meaningful information. Because the reconciliation would be so in- 
volved, we never would get through it. 

Before I came up here this morning, sir, from 8: 30 until about 9: 45 
I met with the Senate leaders. We had a problem that required re- 
conciliation, which could not be explained without a technical dis- 
cussion. I asked that the administrative assistance of one of the 
Senators come down because it would take perhaps 4 hours on one 
single problem to trace through the reconciliation. That is what is 
involved if we disregard the budget classification or source of funds 
when accounting at a post, camp, or station. In your bill you have 
made a very excellent point under section 2 (a), a requirement for 
achieving insofar as possible consistency in accounting and budget 
classification and synchronization between budget and classification 
and organization structure. That is one of the finest sentences I have 
seen anywhere, because what that means to me is that the way Congress 
appropriates the money, that is the budget structure that is presented, 
the administration of the funds within the Department following that, 
and the reporting back are all in the same wavelength. I assume 
that is the intent of that provision and it is excellent and it is the key 
to this whole problem. 

Many of the systems proposed in the past by advisers to Army, 
Navy, and Air Force have proposed accrued accounting—with which 
we agree—with, however, a system which is independent of the source 
of the funds. 
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Now, if we can get to a point—referring to the report of the House 
committee where the House committee approved a new Army con- 
struction for maintenance—the first time in their history that the 
Army has had its appropriation in such a fashion that one allot- 
ment can be issued to a field installation to carry out an identifiable 
function, which means, then, if accrued accounting is used under an 
allocation of funds from that particular budget account the report 
back can be meaningful, without reconciliation. That is the goal 
we are striving for. Are we taking time to do it? Yes. Because as 
I said earlier in many instances this is an organizational problem 
as well as an accounting problem, as well as a budget problem. 

On page 11 of my statement I quoted from the House report where 
the House had approved for the 1958 budget a new Army budget 
structure, and what I think is almost an ideal structure, which 
definitely meets the requirement under 3 (b), synchronization be- 
tween accounting budget and organization structure. That is what 
we are striving for. Anything less than that is not going to give us 
the answer in my opinion. 

But remember, just installing an accounting system which doesn’t 
match with the source of funds is not a good answer. In the past, 
as I mentioned earlier in the hearing, our appropriation structure 
was a mixture until recently of organization of function and objects 
of expenditures, money appropriated for postage and for travel and 
elements of expenditure worldwide. Translate that through any type 
of administration of funds from Congress to the field and there will 
have to be some mechanism to report back by those same accounts as 
appropriated and that is proper. But that isn’t the way the business 
is run. 

So, by having the single source of funds to get a job done in the 
field, using the accrual method of accounting, tying into the organi- 
zational structure, the money goes down and reports come back, and 
makes for a complete system. 

Now, I want to mention one other thing at this time in that con- 
nection. One reason we believe that the revolving fund principle car- 
rying the inventory of consumption material is vital to us is that 
instantly something is issued for use it becomes a charge at that 
moment. If something becomes a charge instantly it is used, and 
obviously it accomplishes the accrual purpose. 

Mr. Lirscoms. Aren’t you using the accrual system in your re- 
volving funds? 

Mr. McNet. Yes, definitely. 

Mr. Liescoms. What objection is there to it then, and I am talking 
about H. R. 11526, in putting it into legislative accounting affecting the 
whole Government ? 

Mr. McNet.. I believe I stated we supported that. We said that in 
the opening statement. 

Mr. Liescoms. By putting it in this bill it causes you no problems? 

Mr. McNem. No, indeed. 

Mr. Lipscoms. I got the impression that you were throwing up an 
objection to it. 

Mr. McNrtn. Oh, no. Before you left, just before the recess, I rather 
get the impression or thought you might have that impression. That 
is entirely wrong. If you will look at the opening statement, I said as 
to 1, 2, 3, and 4, we agree provided certain things were understood. 
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Mr. Lirscoms. Well, on page 7, you say that the Department of 
Defense supports these provisions, four provisions, and then on page 21 
you have offered all these objections. 

Mr. McNett. That is only as to point 5, sir. 

Mr. Lirscomp. You say you do not want to be understood as op- 
posing the adoption of the accrued-expenditure basis if the Congress 
wants it ? 

Mr. McNett. I think there are two separate things there. First, 
there are 5 points, as we see it, in this bill; the first 4 I said we sup- 
ported. It was the fifth point on which I was raising questions and 
trying to point the advantages and disadvantages. ‘That was the 
only one that I was discussing here in the last pages. The first four 
are O. K. if certain things were understood. In the case of the last 
one I was trying to point out the advantages and disadvantages; be- 
cause I don’t believe the advantages of this fifth point that is in 
the bill—changing the method of appropriating—will give Congress, 
nor the Department, what some people have thought it would. 

That is the point I was trying to make in the latter pages. 

Chairman Dawson. That doesn’t appear in your bill? 

Mr. Liescoms. No. 

Mr. McNet. It does in the second bill. 

Mr. Liescoms. Do I get the impression that with certain deletions 
you perhaps, the Department of Defense, could support H. R. 9402 
more than H. R. 11526? 

Mr. McNeu.. I think H. R. 9402, which I commented on first, I 
think that the general pattern that you were setting was very good. 
I raised the question of whether you wanted legislation on a couple 
of instances. I raised the question of establishing comptrollers with 
broader functions. I said we have done it ourselves, is in law, and 
we believed in it and don’t want to see it disturbed. As to the four pro- 
visions which are in 9402, and also in the second bill, we support them. 

As to the fifth provision in the second bill 

Mr. Lrescoms. Would you specifically point to that fifth provision in 
the second bill? 

Mr. McNet. The fifth provision is the one I was discussing its ad- 
vantages and disadvantages. That is on page 2, I believe, lines 6 and 
7. Itis the change in the method of appropriating. 

Now, as I mentioned during the discussion on 2 or 3 occasions, we 
believe in the accrual method of budgeting and accounting. We do 
believe in it. We are putting it in whether you require or not, and if 

ou want to include it in your bill it is fine with us because it might 
ake us get along faster, so we certainly don’t object to that. We 
support it. The real question is, should the Congress, and we are 
trying to comment on the advantages and disadvantages, should the 
Congress change its method of appropriating to one of appropriating 
money each year for expenditures and call for some other method 
which hasn’t yet been defined to provide us our method of obligation 
authority to place contracts. That is the one which we are trying to 
point out the advantages and disadvantages. 

Mr. Lrescoms. As pointed out in Mr. Rogers’ bill, it is stated that 
it should be utilized to the maximum extent deemed desirable and 
practicable by the President? 

Mr. McNeu. That is correct. 

Mr. Liescoms. That leaves it rather flexible. 
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Mr. McNet. It does, and I later said that that part of the bill is 
fine. But I also point out some things that, the views of the House 
committee on this subject, where they hadn’t found this workable, 
and I was trying to present to this committee, as I mentioned before, 
the pros and cons, the advtantages and disadvantages of that fifth pro- 
vision in the second bill. 

Mr. Liprscoms. I think I have one more question. 

Mr. McNetu. You see, this system, if you carry material in a 
suspense account, such as stock fund, at a post, camp, or station, the 
charge is made at the time of issue—in essence a phase of accrual ac- 
counting. The accrual basis is;essentially what you have spent, plus 
your unpaid bills, unpaid labor to the end of the period. That is 
the net result of it if you don’t go into the depreciation and those 
things. With the stock fund principle which we have today over $9 
billion in inventory, every bit of material issued is a direct charge 
and therefore there are no unpaid bills for material. It amounts there- 
fore to the extent of unpaid labor bills at the end of the month which 
have to be distributed by expense accounts to get a complete picture 
of what has been consumed by that operation. 

Mr. Lirscoms. If you get all these accounts in operating order, if 
that date comes up, you could put out any type of information you 
wanted to, actually ? 

Mr. McNet. Yes. 

Mr. Lipscoms. If the President wanted an accrual-based budget, 
you could pull out any kind of a figure that was requested if you had 
the right records to go by? 

Mr. McNet. That is correct. So, as I say, the real question we 


raise with this might be that I think it needs considerable study and 
that is the change 1 in the method of appropriation. Accrued account- 
ing we don’t object to, we are striving for it every day and this may 
even help us get there faster, so we won’t object to that feature at all. 

Mr. Liescoms. In answer to a question by Mr. Jonas, you men- 
tioned about taking out some language perhaps in section 1 (c), start- 
ing at line 18. Now, on page 4 of the bill it says: 


No such person shall be assigned to any department or establishment for more 
than 2 consecutive years. 

Do you have any comment on whether that could be left in or modi- 
fied in some way and still follow the intent? 

Mr. McNem.. Well, I believe the Bureau of the Budget would be 
better able to evaluate whether they think their people, if reasonably 
experienced, could give them a better job than one who was rather 
new. I believe in the case of the Department of Defense that there 
are people who have been on the job a considerable period of time and 
are more helpful to them than would be someone relatively new, be- 

cause this gets into something for more than accounting. It gets into 
knowledge of the program. An example is the aircraft program, 
which is a bit involved, because in the Air Force and Navy there will 
be probably 35 to 40 models under procurement at one time. You will 
use different engines, different fire control. It is awfully difficult for 
someone who hasn’t lived with the aircraft program to know the his- 
tory of the J-64 or J—57 engine, capabilities of this aircraft, the de- 
gree of the modernization and understand the translation from fleet or 
wing requirements into the number of aircraft. It is not something 
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you pick up overnight, and it is that type of background that is help- 
ful. I have to have people in my own shop with proper background. 
For the first 6 months we don’t expect anything constructive from 
them. 

Mr. Liescomp. You have a problem with relation to military person- 
nel that you put in comptrollership functions? 

Mr. McNet.. In my own shop, I have less than 5 percent military. 

Mr. Larscoms. In your statement, I believe you said that two of 
your 

Mr. MecNet. Well, I meant in the Department of Defense. Now, 
in the Navy—Admiral Smith, what was the percentage in the comp- 
troller shop ? 

Admiral Smrrxn. Except for myself and the Assistant Comptroller 
for the budget, they are all civilian personnel. 

Mr. McNew. In the Air Force I would guess that the 

Admiral Smirn. There are staff officers, but the records of the staff 
are pretty largely civilian. 

Mr. McNet.. In the Army, I believe it must run—what would you 
say’ Fifty-fifty or forty-sixty? Something like that. So, these 
aren’t completely military-manned shops although there are military 
people in them. 

Mr. Lirscoms. You are saying in two cases the Comptroller, lieuten- 
ant general in each case, reports concurrently to the Assistant Secre- 
tary and the Chief of Staff. Now, they are on rotation, are they not? 

Mr. McNew. Yes; they are. However, their staffs are quite stable. 
The civilian part of their staff is quite stable. Military has some ro- 
tation. ‘They have to rotate about every 3 years. In the case of the 
Air Force Comptroller, at the moment, this is I believe, his third tour 
on this general assignment. He has had two field tours in between, 
but he has stayed in this line of business at a major command, so he 
hasn’t gotten away from this end of the business. 

In the Navy, the Assistant Secretary for Financial Management is 
also designated as the Comptroller. Admiral Smith reports to him. 
Their staff is largely civilian although there are some military there. 
We try to prevent bureaucracy and still keep some stability in the work- 
ing force. In the Office of the Secretary of Defense, less than 5 percent 
of my people are military. Practically all, however, had military 
experience in the Reserve. 

Mr. Lirscoms. Do you feel that it may have been possible, for in- 
stance, in the procurement of those military aircraft engines that if 
there had been a new face from the Bureau of the Budget in the 
Department of Defense, he might have taken a longer look at that 
procurement, or the continuing of that program? Do you think that 
would have been of help ? 

Mr. McNet. Oh, it could have been, but I think you get a measure 
of that, sir, in the fact that I believe the Bureau of the Budget’s staff 
is about 17 on this program. And there are changes in that staff 
from time to time so it is not a sterile group and the same way with 
my staff. 

As a matter of fact, I have lost 2 of my good people to substantial 
size companies, and 1 became the assistant to the president recently, 
so [ have turnover myself. I don’t pay them enough, I guess. 

Mr. Lipscoms. The Department of Defense is giving wholehearted 
support to these bills ? 
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Mr. McNetn. Yes; except the one provision as to change in appro- 
priations and the clarifying provisions mentioned. May I go off 
the record ? 

The CHarrman. Off the record. 

( Off-the-record discussion. ) 

The Cuarrman. On the record. 

Mr. McNeil, I wish to thank you very much. You have been a great 
help to us. We promised to have Mr. Rappaport out of here by 2 
o'clock, so we will go forward. 

Mr. McNeiz. Thank you very much. 

The Cuatrman. Thank you. I want to say that we are deeply 


appreciative of the service you have rendered. 


FURTHER STATEMENT OF PERCY RAPPAPORT, ASSISTANT 
DIRECTOR, BUREAU OF THE BUDGET 


Mr. Rapparort. Mr. Chairman, would you want me to read this short 
paper that I have here? It covers five pages, or would you prefer 
that Isummarize it? 

(The statement of Perey Rappaport, Assistant Director of the 
Bureau of the Budget, is as follows :) 


STATEMENT OF PERCY RAPPAPORT, ASSISTANT DIRECTOR, BUREAU OF THE BUDGET 


Mr. Chairman and members of the committee, I appreciate the opportunity to 
appear before this committee today to discuss H. R. 11526, a bill to improve 
governmental budgeting and accounting methods and procedures, and for other 
purposes. This bill would implement the major Hoover Commission budget and 
accounting recommendations, covering those proposals on which legislation either 
is required or would be desirable to indicate congressional intent. An exchange 
of correspondence with the President, released on April 29, 1956, refiected execu- 
tive branch agreement with the objective of the Hoover Commsison recommenda- 
tions in this field and expressed the President’s desire to cooperate closely with 
the Congress in putting into effect those proposals that are of mutual interest to 
the legislative and executive branches. 

Section 1 (a) of this bill amends section 201 of the Budget and Accounting Act, 
1921, and adds three new subsections: 201 (b), 201 (¢), and 201 (d). 

The new subsection 201 (b) would give effect to Hoover Commisison recom- 
mendation No. 7. It provides that appropriations be determined on an annual 
accrued expenditure basis to the maximum extent deemed desirable and prac- 
ticable by the President. Appropriations on this basis would cover goods and 
services to be received in a fiscal year and would also include amounts necessary 
for advance payments, progress payments, and such other payments as are 
authorized to be made in such fiscal year. 

We can see many advantages in this proposed change to both the legislative 
and executive branches. We believe that appropriations on the accrued expendi- 
ture basis would be a means for promoting more cost consciousness and for 
focusing attention more clearly on the work to be done in the budget year and 
the cost of that work. It would take into consideration the changes in inven- 
tory levels and other resources between the beginning and end of the year. 

This is not, however, necessarily linked with the other proposals in the Hoover 
Commission report for improved budgeting on an accrued cost basis. There is 
more difference of opinion on this proposal than the others. Therefore, while 
we urge that the Congress adopt the accrued expenditure basis for appropria- 
tions as an objective, we welcome the flexibility allowed in the bill which will 
enable it to be implemented in an evolutionary manner over a considerable 
period of time. 

In addition to appropriations on the accrued expenditure basis, it will be 
necessary for the Congress to provide authorizations to create obligations in 
advance of appropriations where lead time is such that it is necessary to award 
contracts and issue orders in the budget year for the delivery of goods and 
services in the subsequent year or years. Such authorizations will be particu- 
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larly needed for programs dealing with construction, procurement and produc- 
tion, and research and development. Funds would be requested to cover pay- 
ment of obligations insurred against such authorizations in the year in which 
the goods and services are to be received, as part of the accrued expenditure 
appropriations for that year. This would not be put into effect, however, until 
after the agency accounts have been placed on an accrued expenditure basis. 
It will, therefore, not be operated the same as the contract authority during and 
immediately after World War II, since full cost estimates will be available. The 
authority to create obligations in advance of appropriations when authorized 
by Congress is now contained in section 2 of the Budget and Accounting Act, 
1921, as amended, which includes the following: “The term ‘appropriations’ 
includes, in appropriate context, funds and authorizations to create obilgations 
by contract in advance of appropriations, or any other authority making funds 
available for obligation or expenditure.” However, for the purpose of clarifica- 
tion, the committe may wish to deal with the points discussed above in its report 
on the bill. 

The new subsection 201 (b) provides that certain types of appropriations are 
not subject to the accrued expenditure basis. Such appropriations generally 
cover payments which, by reason of law, are required to be made, or additions 
to working capital or revolving funds. 

The new subsection 201 (c) provides desirable flexibility for the transition 
to the accrued expenditure basis of appropriations. In some cases a consider- 
able period of time may be necessary to bring about the needed changes in the 
budget and accounting practices ‘in: the-agencies. 

We are also in agreement with the new subsection 201 (d), which provides 
that at the end of each fiscal year, for appropriations made on an accrued 
expenditure basis, the difference between the actual accrued expenditures for 
the year and the amount of the appropriation would lapse, and the amount, 
if any, representing accounts payable would be merged with the appropriation 
or funds for the same general purpose for the ensuing fiscal year and constitute 
a Single account. 

Section 1 (b) would implement recommendations Nos. 3 and 6 of the Hoover 
Commission report on budget and accounting. It provides that requests of the 
departments and establishments for appropriations shall, in such manner and 
at such times as may be determined by the President, be developed from cost- 
based budgets. It also requires the use of cost-based budgets within the agencies 
for management purposes. We are in full accord with these provisions. At 
the present time 4 appropriations are included in the President’s budget on a 
cost basis and in 37 other cases cost-based budgets are presented in the budget 
justification material and used in our examination of budget requests. In such 
cases costs are reconciled to total obligations under the present method of 
appropriating. 

Section 2 (a) of the bill would give effect to Hoover Commission recommenda- 
tion No. 5. This requires consistency on accour*’ , and budget classifications, 
and synchronization between’ budget and accounting classifications and organ- 
ization structure to the extent practicable, and calls for supporting informa- 
tion on costs and performance of organization units. We have been working 
toward these objectives under the joint accounting program. Common classi- 
fications are essential for an effective budget and accounting system, and per- 
formance information for organization units provides a well-rounded budget 
presentation. 

Section 2 (b) would require agency use of accrual accounting systems that 
incorporate adequate monetary property accounts. This would give effect to 
Hoover Commission recommendations Nos. 14 and 16. This has been a major 
objective of the joint accounting program, but considerable work remains to 
be done. Such systems will serve management more effectively and are neces- 
sary to the use of cost budgeting. 

Section 2 (c) is necessary in the framework of existing legislation in order to 
inake the new section 118 (¢c) on accrual accounting applicable to the Post Office 
Department. 

Section 3, the last section of the bill, covers Hoover Commission recommenda- 
tion No. 13. This provides the desirable objective of simplifying the allotment 
structure. Progress along this line has already been made by some agencies. 

In summary, we believe H. R. 11526 is a desirable piece of legislation. It 
should contribute to major improvements in financial administration in the 
Federal Government. It has our full support. 
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The Cuatrman. Are there any questions ¢ 

Mr. Pincus. I have only one question, Mr. Chairman. In view 
of the fact that the requirement for accrued basis for appropriation 
is not mandatory and that there is no fixed time, no requirement that 
it apply to any particular agency, what would be the effect in terms 
of presenting a budget based from time to time in some part on this 
basis and in some part on the present basis ? 

Mr. Rappaport. I don’t think it would offer any practical 
difficulties. 

Mr. Prncus. And it wouldn't interfere with the clarity of the 
picture presented to the Congress? 

Mr. Rappaport. No, sir; not in my opinion. 

Mr. Henperson. Mr. Rappaport, you may have noticed that on 
page 21 of Mr. McNeil’s testimony he suggested the inclusion of 
provision. I wondered if you felt that was necessary or desirable ? 

Mr. Rarraporr. Well, I referred to it in my statement here. | 
can reply to it this way: That our legal counsel does not think it is 
necessary. He thinks the bill as now worded is sufficiently clear. 
However, if your committee wishes to clarify it either in the legisla- 
tion or in the committee report, we would have no objection. 

Mr. Henperson. Now, Mr. Rappaport, these accounting terms such 
as accrual method, cost-based budget, and so forth, have been used 
very widely and in the legislation there is no definition of those terms. 
Do you feel that there is suflic iently general consensus as to thei 
meaning to pass this legislation without any precise definitions of 
those terms ? 

Mr. Rarrparvorr. Yes; I think so. Ithink you will find that account- 
ing literature is sufficiently clear to define these terms so there could 
be no confusion. 

Mr. Henperson. In Government accounting ? 

Mr. Rappaport. Yes, Pa 

Mr. Henperson. And in line with Mr. Pincus’ question, I notice 
that the Hoover Commission recommendation No. 7 was to the effect 
that the whole budget of the Government be put on an accrued-expend- 
iture basis, whereas under this bill and in your testimony and that of 
Mr. McNeil and others, you suggest that maybe a combination of 
the obligation system and accrued system be preferred. Do you agree 
with the Hoover Commission on that ? 

Mr. Rappaport. No; I would prefer to see the change performed 
on a gradual basis, because to wait until this is completed in every 
agency would be entirely too long a period. And there would alway 
be cases where there could be a herr of opinion as to whethe: 
al pi irticular agency is ready to switch over to the new concept. 

The CratmrMan. Thank you very m Ie ‘th, Mr. Rappaport. 

Mr. Rapparorr. Thank you very muc! 


FURTHER STATEMENT OF KARNEY A. BRASFIELD, ASSISTANT TO 
THE COMPTROLLER GENERAL; ACCOMPANIED BY JOHN MOORE, 
ATTORNEY, OFFICE OF THE GENERAL COUNSEL, GENERAL AC- 
COUNTING OFFICE 


Mr. Brasrietp. We will endeavor to make our presentation quite 
brief. 

Chairman Dawson. Don’t think.of me, just make it easy on your- 
self. We will be glad to entertain any discussion you may wish. 
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Mr. Brasrie.p. I would like to state that I am accompanied by Mr. 
John Moore, of the Office of General Counsel. We have a prepared 
statement available for the record, if you wish, and I would just like 
to comment on a few of the essential points. 

Chairman Dawson. We will include that in the record. | 

(The statement of Karney A. Brasfield, Assistant to the Comp- 
troller General, is as follows:) 


STATEMENT OF KARNEY A. BRASFIELD, ASSISTANT TO THE COMPTROLLER GENERAL 


Mr. Chairman and members of the subcommittee, we appreciate the oppor- 
tunity to appear before you to endorse the provisions of H. R. 11526. This bill 
contains legislative provisions necessary for the effective implementation of 
the recommendations contained in the Budget and Accounting Report of the 
Hoover Commission. Certain recommendations pertaining to the settlement 
of claims and the relief of accountable officers have been covered by legislation 
already enacted or being separately considered. 

In summary, the provisions contained in this bill are designed to accomplish 
two broad objectives: 

1. Improve financial administration in the executive branch, and 
2. Substantially strengthen congressional control over the financial affairs 
of the Federal Government. 

Fully effective financial administration requires the use of many tools. It 
cannot be accomplished solely by legislation. However, legislation can be most 
helpful by establishing congressional objectives and in creating a framework 
within which continuing improvements will be greatly stimulated. We regard 
such legislatic:: as an essential step to pave the way for the accomplishment 
of the much needed improvements recommended in the Budget and Accounting 
Report of the Hoover Commission. 

Some would say take only a partial step in current legislation in view of 
the need to develop more adequate programing, budgeting and accounting in 
some quarters before the final objectives can be reached. It is our view that 
action will come much faster if the ultimate objectives are adopted as a matter 
of congressional policy now, with the full recognition that implementation must, 
necessarily be undertaken through an evolutionary approach over a considerable 
period of time. By the same token, it is apparent that all procedural questions 
cannot be completely answered except by specific application of the underlying 
principles case by case. Here again, if the decision to move forward were to be 
delayed pending detailed consideration of every eventuality the chances for 
current progress would be slim. 

If present practices were highly effective, a reluctance to accept changes 
would be understandable. However, the lack of cost data to adequately support 
past actions and proposed plans in many situations, and the huge unexpended 
balances to which the formal processes of congressional control do not apply, 
furnish ample evidence of the need for improvement. 

There is one other general observation which seems appropriate. We think 
that it should be clearly understood that, in order to obtain full benefit of the 
Hoover Commission recommendations, the new methods of control recommended 
should not be merely layered on top of the present fund controls which have 
often been employed administratively in a manner which handicaps rather than 
helps in the effective exercise of management responsibility. Nothing could be 
further from the intent of the recommendations as we understand them. A 
fresh and constructive viewpoint based on a willingness to accept new ideas, 
appropriately adapted to the particular situation involved, is essential if progress 
is to be made. 

H. R. 11526 sets forth congressional policies and objectives which would be 
put into practice by the executive agencies under rules and procedures to be 
developed by the Bureau of the Budget and, in some cases, by the Comptroller 
General. In other words, the bill would prescribe no hard and fast procedures 
and the practical aspects would need to be worked out in collaboration with the 
agencies in the same general manner as other similar provisions of law are now 
applied. Moreover, there must necessarily be an evolutionary approach to the 
attainment of the objectives contemplated by the bill. 

Section 1 (a) of the bill adds a new subparagraph to section 201 of the Budget 
and Accounting Act of 1921 to provide that the contents of the annual budget 
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shall include information on program costs and accomplishments in such form 
and detail as the President may determine and at such times as he may consider 
practicable. Such information should permit the Congress to give consideration 
to both the relative size of programs and the question of economy and efficiency, 
as proposed in the first part of recommendation No. 4 of the Hoover Commission 
report. It is in terms of accomplishments and their costs, and not merely in 
terms of appropriations and obligations thereunder, that the President and the 
Congress can most readily determine what the real costs were and what was 
obtained for those costs. 


ANNUAL ACCRUED EXPENDITURE BASIS OF APPROPRIATIONS 


Section 1 (a) also adds a new subsection 201 (b) to the Budget and Accounting 
Act of 1921. This authorizes the submission to Congress of requests for pro- 
posed appropriations on the basis of the amounts of annual accrued expenditures, 
to the maximum extent deemed desirable and practicable by the President. New 
subsection 201 (c) provides that the timing of the conversion to the annual 
accrued expenditure basis for stating proposed appropriations shall be accom- 
plished at the discretion of the President. 

This change in the basis of appropriations can provide improved control over 
costs and expenditures if the companion tools of accrual accounting and budget- 
ing on a cost basis are effectively installed by the executive agencies. The 
annual budget surplus or deficit is measured by the difference between annual 
receipts and expenditures. Establishing a direct correlation between annual 
appropriations and expenditures vests in the Congress and the President a much 
greater opportunity to control the level of operations during a particular budget 
year on the basis of conditions existing in that year. This would mean the 
elimination of the vast carryover balances now available for expenditure at 
the discretion of the executive agencies. As matters now stand, Congress has 
little control over spending once the funds are voted, and the President has 
limited control over spending after apportionments of authority to incur obliga- 
tions are made by the Budget Bureau to the agencies. The present situation 
stems from the fact that congressional control through appropriation authoriza- 
tions and Budget Bureau control through apportionments are both stated in 
terms of authority to obligate rather than budgeted work plans for the cost of 
goods and services estimated to be received by the agencies. 

Aside from the question of improved control, the annual accrued expendi- 
ture basis of appropriations affords a better means of obtaining information 
needed in relating past accomplishments to present performance and future 
plans. Under the obligational basis of appropriations the information supplied 
to the President and the Congress through the budget process is in terms of obliga- 
tions (contracts, etc.) issued, unissued, and planned for issue. This does not 
measure currently the cost of progress or performance. It is only when a pro- 
gram is totally completed that obligations approximate costs and then only if 
all resources have been consumed. Under the annual accrued expenditure basis 
of appropriations, Congress would require and be supplied with data as to costs 
in relation to annual periods, the accomplishments obtained and to be obtained 
tor those costs, and the inventories and other assets on hand, as well as the new 
money required to carry on the program. 

It is sometimes asserted that expenditures are the inevitable result of the 
granting of obligational authority. Although some form of authorization pre- 
cedes the actual expenditure of funds it is not inevitable that the amount of ap- 
propriations made in terms of obligating authority becomes the measure of ulti- 
mate expenditures. The large carryover of unexpended appropriations under 
the present method is an obvious example in point. An examination of the 
present day practices in the long lead-time area (procurement, construction, and 
research and development) involving extensive reprograming, a multitude 
of changes in engineering plans and specifications during the period of produc- 
tion of many items, and similar factors, disclose the many changes made after 
obligating authority has been granted. Because of these inherent factors in 
the operations involved, cost bulgets, teamed with appropriations on an ac- 
crued expenditure basis, would require a type of continuing budget presentation 
that would bring out the adequacy of management planning or the lack of it 
and give the Congress an opportunity to have a voice in setting the level of 
operations from year to year. 

It is inherent in an accrued expenditure basis for budgets and appropriations, 
as provided in this bill, that congressional authority be granted as necessary 
for the advance planning which precedes the phase of operations covered in an 
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annual accrued expenditure appropriation. The Hoover Commission noted this 
necessity in its discussion preceding its Recommendation No. 7. However, we 
believe that the necessity for forward planning authorizations should be de- 
termined by the Congress for each type of situation. 

This authority has been exercised in the past by the Congress in the form 
of “contract authorizations” but it is significant that both “contract authoriza- 
tions” and subsequent appropriations “to liquidate contract authorizations” 
were stated in terms of obligational authority. Under the annual accrued ex- 
penditure basis of appropriation the initial authorization would be stated in 
terms of broad authority to make commitments, whereas the annual appropria- 
tions would be stated much more definitely in terms of accrued expenditures us 
specific plans are developed. It is essential that the initial authority, which may 
cover a forward period sometimes as great as 5 years or more, be in the most 
flexible terms and requests for such authority obviously cannot be supported 
with detailed plans. On the other hand, as these plans take shape in succeed- 
ing years much more precise planning and appropriations are practical when 
stated in terms of accrued expenditures. Thus, the use of contract authority, 
when considered by the Congress to be necessary in connection with the proposed 
annual accrued expenditure basis of appropriation, is not, nor need not be, viewed 
as a return to prior practices during the period when contract authorizations 
were prevalent and significant Weaknesses were apparent. 

The need for contract authority, or any other form of obligational authority, 
in conjunction with annual appropriations on the accrued expenditure basis is 
limited to the areas of operations where forward contracting is required to pro- 
vide an orderly flow of product. It is not required in operations concerned 
primarily with salaries, allowances, travel expense, and other current adminis- 
trative expenses. 

In view of the substantial changes that would be required in many agencies 
to place into effect the accrual accounting and cost budgeting practices needed to 
support appropriations on an annual accrued expenditure basis, we endorse 
proposed subsection 201 (c) which permits flexibility in the timing of the change 
in the method of stating appropriation requests. It is believed that it is essential 
to approach such a change on the basis of individual programs or appropriations 
rather than any sweeping across-the-board plan. First of all, the successful use 
of these practices presumes a basic foundation of adequate accounting and the 
ability to program effectively. These fundamentals do not exist in a number of 
significant areas. To endeavor to adopt the annual accrued expenditure basis 
of appropriation before the groundwork is laid for it could only lead to confusion 
and unsatisfactory results. Moreover, the greatest advantages to be attained 
are in the areas of operations involving long lead-time commitments, such as 
major procurement, construction, and research, and development. These appro- 
priations are relatively few in number and it is logical to prove the value to 
Congress and the executive branch of the revised practices in such areas before 
extending the practices governmentwide in the areas where the advantages to be 
gained are significantly less. The selection of areas to be converted and the 
timing of the changes should be a matter of mutual determination between the 
Congress, the Budget Bureau, and the individual agency. In a change of this 
magnitude there is little to be gained and much to be lost by making uniformity 
across the board the criterion for adoption. 

Subsection 201 (d) is a necessary part of the annual accrued expenditure basis 
of appropriation to provide that funds not required to finance work performed 
during a fiscal year shall cease to be available after the end of that fiscal year. 
It is inherent, however, under an accrued expenditure method of financing that 
liabilities must be recognized as work is performed. This subsection permits the 
portion of the appropriation represented by liabilities for work performed but 
not paid for by June 30 of any year to be carried forward and merged, for pay- 
ment purposes, with the appropriation for the ensuing year. 


COST-BASED BUDGETS 


Section 1 (b) of H. R. 11526 amends the Budget and Accounting Act, 1921, by 
adding new subsections 216 (b) and (c) to provide for the use of cost-based 
budgets in requests for and establishment of appropriations, and in the adminis- 
tration and operation of the departments and establishments and their subor- 
dinate units. 

As previously indicated, the basic need of the President and the Congress is 
adequate factual data as a basis for decision making. The facts furnished to the 
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President and the Congress can be no better than those available to the manage- 
ment for its own purposes, that is, the needs of the two for financial and operating 
data, although differing as to extent of detail, are entirely compatible. They 
require, in our opinion, data which relates accomplishments and future work 
plans to costs in terms of total resources consumed and to be consumed, and to 
the resources available in the form of inventories and other assets as well as to 
new money or authority needed. This type of budget data emphasizes control 
of total resources on hand and their use, rather than the present emphasis in 
Government budgeting on spending authority. We, therefore, endorse the use 
of cost-based budgets, to the fullest extent practicable, as a principal necessity in 
developing a more meaningful reporting structure to provide full disclosure of 
agency operations, assets, and liabilities, and effective management control. 

In using the term “cost-based budgets,” we understand it to have equal applica- 
tion to capital acquisitions and construction as it does to day-to-day operations. 
For example, a cost-based budget for a procurement activity would relate to the 
cost of the items being procured or the cost of producing an article or a service. 
Cost budgeting need not be restricted to consumption operations. However, in 
considering consumption operations, there is obviously a limit to which the 
concept can be carried and still have a practical value. For example, careful 
consideration would need to be given to the extent to which the inclusion of depre- 
ciation as a cost would serve a useful purpose in the presentation of budgets to 
the Congress. This is particularly true with respect to the activities of the 
Department of Defense. The value and utility of cost-based budgets are certainly 
not dependent upon the application of depreciation concepts to military hardware. 


ACCOUNTING AND BUDGET CLASSIFICATION 


Section 2 (a) of the bill is intended to achieve, insofar as possible, clarity in 
patterns of financial management in the executive agencies. Our previous com- 
ments on the annual accrued expenditure basis of appropriation and cost-based 
budgets are equally applicable to this section. Programing, budgeting, accounting, 
and reporting must be on consistent terms in each executive agency if programs 
are to be adequately evaluated and judged at all times, from the initial stages 
of projection, through planning and operation, to completion, in relation to their 
costs and accomplishments and the organizational units involved. 

The attainment of these important objectives will require close cooperative 
working relations between the General Accounting Office, the Budget Bureau, 
and the individual agencies. We are prepared to contribute our best efforts to 
this end. 

ACCRUAL BASIS OF ACCOUNTING 


Section 2 (b): The maintenance of accounts on an accrual basis, provided by 
this section, is one facet which is essential to the accomplishment of the objectives 
set forth in other sections of the bill. It is by the use of the accrual basis, to the 
fullest extent appropriate, that accounting can make its greatest contribution to 
full disclosure of and control over all assets, liabilities, income, expenditures, and 
results of operations of the executive agencies. 

Experience under the joint accounting improvement program clearly indicates 
the advantages of the accrual basis when applied to significant items. Our state- 
ment of accounting principles provides for the appropriate use of this method of 
accounting. We believe its use should be expanded throughout the Government. 
We also believe that adequate monetary property accounting records must be 
kept as an integral part of accounting systems maintained on the accrual basis 
to supply the financial information regarding property accumulations and uses 
required by executive agency management and the Congress. 

The provisions of this bill concerning the annual accrued expenditure basis 
of appropriations, cost budgeting, consistency and synchronization of budget, 
accounting, and organizational patterns, and the simplification of the allotment 
system will, individually and collectively, provide great stimulation to the estab- 
lishment of appropriate accrual and cost accounting in the executive agencies. 


SIMPLIFICATION OF SYSTEM FOR SUBDIVIDING FUNDS 


Section 3: The simplification of the allotment system for allocating funds is 
proposed in section 3 of this bill is sound and most desirable. The existing 
unwarranted subdivisions of funds is one of the greatest deterrents to improved 
financial management. We believe that administrators may be willing to forego 
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the voluminous and detailed type of control associated with many present allot- 
ment systems when accounting systems have been installed to provide costs as 
a basis of operating control. Better programing tied in with improved accounting 
through development of budgets based on costs, as proposed by this bill, should 
serve to answer this problem. 

Mr. Brasrrevp. In summary, the provisions of H. R. 11526 are de- 
signed in our opinion to accomplish the two broad objectives of im- 
proving financial administration in the executive branch, and to sub- 
stantially strengthen congressional control over the financial affairs of 
the Federal Government. And it is the latter that I would like to 
develop very briefly. 

The bill contains the essential financial provisions of the Hoover 
Commission report which I might recite very briefly are cost budget- 
ing, with program costs; accrual accounting, including adequate mone- 
tary for property; accrued expenditure appropriations; the simplifi- 
cation of allotments or subdivision of ae and common classifica- 
tions for accounting and budgeting, including the synchronization of 
those classifications with organization. 

As to the congressional control aspect of this legislation, our 
comment on the Hoover Commission report is perhaps particularly 
appropriate, in that the Comptroller General is an arm of the Con- 
gress. He has addressed himself to that part beginning with the sub- 
mission of a report to your committee in October on the Hoover Com- 
mission recommendations. 

It is the view of the General Accounting Office that while many pro- 
cedures have been built into the budget review process which are 
designed to review carryover authority and long-lead time programs 
and notwithstanding the efforts that have been made, accrued expen- 
diture appropriations will provide an orderly and logical basis for 
such a review and will place the operation in a regular channel through 
consideration of accrued expenditure appropriations as part of the 
regular budget process, both in the executive branch and in the Con- 
gress. 

Opinion may well differ as to the effectiveness of the review of 
carryover authority in past periods. And I think it is quite logical 
that each sitting in his different place might well have a different 
view about it. On the other hand, we do know that at the present 
time the determination of the budget deficit is determined on the basis 
of expenditures and not the obligational authority appropriated by 
the Congress in a given year. It seems logical to us that tying the 
two together, that is the determination of the basis for the budget 
surplus or deficit with the action of the Congress for that year would 
greatly strengthen or bring to the forefront in the minds of the Con- 
gress the particular media or method y which they could review 
those actions which would contribute definitely or specifically to the 
question of balancing the budget in a given year. That doesn’t go 
to the question of determining programs or whether or not the budget 
should be balanced. That of course, is up to the Congress. But it 
would give the Congress the vehicle to associate the balancing of the 
budget with their own appropriation actions of the year. 

As to the question of contracting authority, and particularly ad- 
dressing myself at the moment to the language problem, at the request 
of the chairman of the Senate subcommittee that considered similar 
legislation, the Comptroller General gave them a letter on June 6 that 
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I will read just the last ae lap of, and I would be glad to request 
the Comptroller General address a similar letter to you if you wish. 


The conclusion is this, and it deals with the same provisions that are in 
H. R. 11526: 


It thus seems clear to us that the existing authority to include requests 
for contract authorization in the budget would not be abrogated by this bill 
and that the clarifying language suggested by the Department of Defense is 
unnecessary. 

We would be glad to forward a similar letter. 

The Cuarrman. I would appreciate that. 

Mr. Brasrretp. There is another point I would like to discuss for 
a moment, and this again may well depend from what viewpoint you 
look at this problem. “And I would add that our comments are directed 
primarily at the congressional control aspect of it although we think 
it would be helpful to the central control agencies in the executive 
branch. 

It has been said that the same amount of authority would be car- 
ried over under contract authority as the present complete appropria- 
tion for a project. That may be a question of words as to how you 
say it, but there is in our mind this distinctive difference. W hen an 
appropriation is now granted for a total project on a no-year basis, the 
extent of the review of that in subsequent periods becomes a matter 
of procedure, perhaps a matter of time available, perhaps other cir- 
cumstances in a particular year whereas the provisions of H. R. 11526 
would, to reiterate, provide a logical, orderly process where the Con- 
gress must necessarily take another look e: ach year not only at the 
amount of acerued expenditures to be authorized in that year, but 
it provides a logical basis to also review the progress under the pro- 
gram and the extent to which contracting authority has been used, 
or is available. 

Now, as to the specifications as to how it should be used, we feel 
the bill is flexible and puts the authority and the responsibility where 
it belongs, and that is in the Appropriations Committees. 

In other words, the extent to which the Appropriations Committees 
are willing to grant contract authority, the limitations which they 
wish to place on it, may well be gaged by the effectiveness with which 
they think it is being handled. So, this bill leaves in the Appropria- 
tions Committees the same power as they have now, the authority or 
the basis for granting contracting authority, and it also leaves with 
them the strings that they want to tie to it. So that it may not be a 
simple, complete, 100 percent operation in every case, that would be a 
matter for judgment of the Appropriation Committee as each situa- 
tion comes up. 

The committees could exercise their own initiative on the extent 
of control that they desire to exercise. 

Now, as to the question of whether that would raise any problems 
in dealing with industry, it has seemed logical to us that the best 
answer to that is to look at the Task Force of the Hoover Commission 
that made this recommendation. And you will find that without ex- 
ception they are folks who would have en excellent grasp of that 
problem from the standpoint of industry. You find among that group 
the folks who would certainly have an understanding of that problem 
from a standpoint of the contractor. So, it seems illogical to us to 
assume that contractors would have much of a problem when this 
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recommendation is being made by people that are obviously more than 
adequately familiar with that problem. And you need merely to look 
at the roster of the task force to ascertain that. 

Chairman Dawson. Will you read that into the record? 

Mr. Brasrievp. I will, sir. 

The chairman of the task force was J. Harold Stewart, Boston, 
Mass., certified public accountant. 

The members were: 

Dudley E. Browne, Burbank, Calif., comptroller, Lockheed Air- 
craft Co. ; 

H. E. Humphreys, Jr., Scarsdale, N. Y., president and chairman 
of the board of United States Rubber Co.; 

Christian E. Jarchow, Chicago, Il., executive vice president of the 
International Harvester Co.; 

Gwilym Alexander Price, Pittsburgh, Pa., president of the West- 
inghouse Electric Corp.; 

Kenneth C. Tiffany, Royal Oak, Mich., vice president of Burroughs 
Corp.; and 

John David Wright, Cleveland, Ohio, president of Thompson Prod- 
ucts, Inc. 

Most of those men came up through the financial end of their busi- 
nesses, as the descriptions of their backgrounds in the Budget and 

Accounting Report of the Hoover Commission, June 1955, shows. We 
think that answers pretty logically the question of whether this will 
work as far as industry is concerned. 

I believe that covers the points that we think are particularly per- 
tinent in the light of the discussion that has taken place. And I will 
be glad to answer any questions you may have. 

Mr. Lipscome. I have no questions. 

Mr. Henperson. Mr. Brasfield, do you feel that these terms which 
are used in this bill, such as cost basis, budget-accrual system of ac- 
counting, are sufficiently clear and gener ally understood that no pre- 
cise definition of them er to be put into the bill? 

Mr. Brasrrevp. I do think that they are sufficiently clear. The 
understanding of their use, both through their description in the 
Hoover Commission report, and the we alth of material that has gone 
along with it in the review of the report is clear enough, as well as some 
of the existing instructions of the Bureau of the Budget relative to 
submission of cost-based budgets. 

We would be inclined to think it would be a mistake to try to write 
a precise one-sentence definition. In the first place, it would have to 
be so general that it would not answer many of the procedural ques- 
tions that may arise, but more important we think that the regulations 
to be issued by the Bureau of the Budget is the place to deal with the 
problems of the agencies. 

As a matter of fact, we think it would be desirable to have a degree 
of variation in budget presentations by agencies so their cost budgets 

‘an be fitted to their own individual problems for the same reason 
that you would not try to prescribe a uniform accounting system for 
all agencies. 

For example, in the Budget and Accounting Procedures Act of 1950 
that was sponsored by this committee, it gives the Comptroller Gen- 
eral the opportunity to prescribe accounting principles and standards, 
but not detailed bookkeeping systems. Much the same thought applies 
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here that the Bureau of the Budget should work out with the agencies 
the degree of uniformity that may be necessary to appropr iately pre- 
sent the budget, but, on the other hand, have a degree of flexibility 
that will permit an agency to present their story in a way that best 
tells that particular story. 

In other words, the factors ‘and elements and the manner of presen- 
tation that is most understandable for the business that they happen 
to be in. And, as you know, across the length and breadth of this 
Government we are in just about ever vy business i In one way or another. 
Much of the background of this has already been development under 
the budget provisions of the Government ‘Corporation Control Act 
where the business- -type enterprises have been submitting essentially 
cost budgets for a number of years, approximately 10 years. So these 
are not completely new ideas, nor are they untried, and we do believe 
that it is desirable to have a relatively high degree of flexibility in 
the presentation. 

Does that answer your question ? 

Mr. Henperson. Yes; thank you. 

Chairman Dawson. Thank you very much, Mr. Brasfield, for a very 
fine presentation. 

Mr. Brasrrevp. Thank you, sir. 


STATEMENT OF LLOYD MOREY, CERTIFIED PUBLIC ACCOUNTANT, 
URBANA-CHAMPAIGN, ILL. 


Chairman Dawson. A statement has been presented by a witness 
who is a very distinguished gentleman of our community. I am going 
to ask him to submit his statement for the record and make us an oral 
statement, if he wishes. 

Gentlemen, this is Mr. Lloyd Morey, a certified public accountant 
of Urbana- Champaign, Ill., president emeritus and former comp- 
troller and professor of accountancy of the University of Illinois. 

Mr. Morey. Mr. Chairman and members of the committee. 

Chairman Dawson. Your written statement will be placed in the 
record. 

(The prepared statement of Mr. Morey is as follows :) 


STATEMENT OF LioyD Morey, CERTIFIED PUBLIC ACCOUNTANT, URBANA- 
CHAMPAIGN, ILL. 


GENERAL COMMENTS 


In earlier years, budgeting, accounting, and financial reporting in the Govern- 
ment were largely confined to estimating and reporting of (a) obligations in- 
curred, and (b) cash disbursements. Both of these are important and cannot 
be dispensed with. However, there is need for additional accounting in terms 
of expenditures accrued (costs incurred) representing services received and 
material used (whether consumed or applied to capital projects) during the 
period under review. Such accounting covers assets acquired, liabilities in- 
curred, available balances, and property on hand, both consumable and fixed. 
This accounting does not replace appropriation, obligation, and disbursement 
accounting, but supplements and expands it. There is also need for simplifica- 
tion of current procedures of subdivision of appropriations, particularly in ref- 
erence to the number of allotments. 

These problems receive the active consideration of the (Hoover) Commission 
on Organization of the Executive Branch of the Government, which recom- 
mended (1955) that both budgets and accounts be maintained and presented 
on the accrued expenditure or cost basis. Unfortunately, the recommendations 
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failed to recognize the necessity for continuation of obligation and cash account- 
ing, leaving the implication (perhaps unintentionally) that these are unneces- 
sary. This conclusion is not valid, because: 

(1) Before any obligations can be incurred or expenditures made, funds 
must be appropriated or other authority given by the Congress ; 

(2) The first requisite in the management of appropriated funds is that 
obligations be kept within the limits set thereby. This means that each 
agency must continue to account for obligations incurred, and this ac- 
counting must be carried on prior to that necessary for determination of 
costs ; 

(3) Such accounting and reporting is required under Section 3679, Re- 
vised Statutes (Antideficiency Act), and Budget-Treasury Regulation No. 1. 

In the discussions of these various systems of accounting, it is sometimes 
assumed that they are separate and distinct, and should be kept independent of 
each other. This is neither necessary nor desirable. Appropriations, obligations, 
costs, expenditures, disbursements, deal with the same transactions at different 
stages. They can and should be covered in a single integrated system which 
should also include financial accounting for property, both consumable and fixed. 

One of the basic deficiencies of budgeting and accounting in the past, being 
primarily on the basis of obligations incurred and cash disbursements only, 
has been to treat materials acquired as an expense at the time of procurement 
rather than at the time of consumption or use. This can be corrected by an 
inventory system under which materials acquired are charged to stock accounts 
and held as an asset until withdraw, at which they are charged to expense or 
capital appropriations, and stock accounts reimbursed. When this plan is 
introduced, a major step has been taken toward accrual, or cost, accounting. 

Working capital (revolving) funds constitute an excellent medium for han- 
dling inventories of consumable materials, as well as industrial- and commercial- 
type activities set up to provide service for operating agencies. While the use 
of these funds in the Department of Defense is authorized by the National 
Security Act, their recognition in laws relating to budgeting and accounting 
for all agencies would be very desirable. 

Much progress toward more satisfactory accounting already has been made 
or is in progress in many agencies, under the joint program resulting from the 
Budget and Accounting Procedures Act of 1950. While the Comptroller General 
under the Budget and Accounting Act is given authority to prescribe the systems 
of accounting to be used, he has in recent years under the provisions of this act 
very wisely enunciated general standards only and left the initiative to the 
departments to develop their own systems subject to his approval. The Bureau 
of the Budget recently has established an Assistant Director for Accounting, 
to more closely integrate budgeting and accounting. 

The main responsibility for adequate accounting rests on the various depart- 
ments and establishments. In the Department of Defense, which carries ap- 
proximately 61 percent of the total budget, the primary responsibility for account- 
ing policy is lodged in the Assistant Secretary of Defense for Financial Manage- 
ment (Comptroller) working through similar officers in the several military 
departments. The Department has a plan for a unified and integrated system 
of financial administration for all its departments. It is designed to meet all 
needs of budgeting, accounting, reporting, and auditing, in a manner which 
will most fully aid the management of its various activities. Substantial 
progress toward its introduction already has been made, and the several military 
departments are in the process of developing detailed systems which will coordi- 
nate with the unified plan. 

Most of the Commission’s recommendations doubtless have received or will 
receive full consideration by the joint program and by the various agencies, 
and be applied to the extent found practicable. This is preferable to having 
detailed accounting procedures covered by statute, other than those necessary 
to secure the proper information needed by the President and the Congress. 


COMMENTS ON H. R. 9402 


H. R. 9402 is a bill which would implement a number of the recommendations of 
the (Hoover) Commission (1955) with respect to Budget and Accounting. 

While in general these recommendations are meritorious, H. R. 9402 includes a 
number of provisions which in my opinion are unnecessary or undesirable. Since 
most of the criticisms of the bill have previously been voiced by the Budget 
Bureau and the Department of Defense, I will not detail them here. 









>a on 


eet et ee ee ete ee ee eet ot ~* )H 


bh 7 ope et (ete bee be 


in- 
al- 
ise 
al 
ng 


de 
he 
‘al 
ns 
et 
he 
au 
lf, 


rt- 
Lp- 
it- 
4 
ry 
m 
ai 
ch 
jal 
ry 
li- 
ill 
aS, 


ng 
ry 


of 


a 
ce 
‘et 


BUDGET AND ACCOUNTING 177 


The proposals relating to improved budgeting and accounting, while having 
a desirable objective, are not stated with sufficient clarity and completeness to 
make them satisfactory. 

H. R. 9402 should not be approved in its present form. 

8S. 3897 contains most of the more desirable features. of H. R. 9402, and omits 
most of the undesirable provisions. ‘Therefore, it should be given preference 
over its predecessor. ) 

COMMENTS ON H. R. 11526 


This bill deals with two subjects, budgeting and accounting. It proposes that 
both of these be changed from the present “obligations incurred” basis to an 
“annual accrued expenditure” or cost-based plan. While the time and extent 
of making such changes as to budgeting is left in the hands of the President, the 
implication is that they be done as soon as practicable. 

That these objectives are in general desirable is not questioned. However, two 
serious problems present themselves as to the immediate application of the 
accrued expenditure (cost) basis to budgeting: 

(1) Expenditures cannot be made for the most part without previously incur- 
ring obligations. In such operations as those of the Department of Defense, and 
possibly other cases, obligations cannot be limited to or brought to maturity during 
a fiscal period; many extend a number of years into the future and do not 
become expenditures until some future period. Nevertheless, obligations involv- 
ing future expenditures must be incurred and authority for incurring such ob- 
ligations must be granted in some manner. Consequently, in addition to budget- 
ing for expenditures to accrue during a given fiscal year, budgets for obligations 
to be incurred during that year, and the period in which it is anticipated they will 
have to be liquidated, also are needed. 

(2) In order for an agency to be able to estimate its accrued expenditures 
for a fiscal period, it should have had experience in accounting on such a basis 
for a reasonable period in advance of undertaking such a budget plan. This 
is not the case at the present time. Consequently, it would be desirable to defer 
the application of the requirement for budgeting on an accrued expenditure 
basis, until some later date, after accrual accounting has become generally 
established. While considerable progress toward accrual accounting has been 
made, many activities still maintain their accounting primarily on a cash basis. 

For these reasons, it is recommended that section 1 (a) be deleted, and action 
on the matters covered by it deferred. 

If it is felt that this should not be done, then the following changes in section 
1 (a) are recommended : 

Subparagraph (b) page 2, line 9, add: “in addition to consideration of obliga- 
tions to be incurred which will be payable in future periods.” 

The reasons for this addition are set forth in the discussion immediately 
preceding. 

Subparagraph (b) page 2, line 10: change the words “relate to” to “cover 
the estimated cost of.” 

The words “relate to” are vague and should be replaced by words having more 
definite meaning in the context. Also, the use of the word “cost” at this point 
will strengthen and clarify the relation between this paragraph and line 2, same 
page, and the phrase “cost-based budgets” in subsections (b) and (c), page 3, 
line 24, and page 4, lines 1 and 4. 

Subparagraph (b), page 3, line 3, add after that line: “Nothing contained herein 
shall prevent the presentation of requests for authority to enter into obligations 
which shall become due and payable in future fiscal periods in excess of appro- 
priations for the current fiscal period determined on an accrued expenditure 
basis as herein provided.” 

Changes recommended in other sections of the bill are: 

Section 1 (b), subsection (b), page 3, line 24, add: “and shall indicate the 
extent to which authority is requested to incur obligations for each fiscal period 
in which such costs are expected to accrue.” 

The reasons for this addition are the same as those indicated in the discus- 
sion of section 1 (a). 

Section 2 (b), subparagraph (c), page 5, line 1: 

(1) Insert after the word “maintained”, the words: “as fully as practicable.” 

There are many problems involved in applying the accrual basis of accounting 
to Government operations, not faced in industry or in the Government corpora- 
tions, where this method is rather rigidly followed without serious difficulty. 
Some leeway should be allowed from the procedures usually followed, to enable 
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the agencies to deal with these problems in a practicable manner, and without 
creating a burden of additional work not offset by significant gains. 

(2) Insert after the word “show” the words: “in addition to appropriations, 
funds, and administrative subdivisions thereof, obligations incurred, and cash 
received and disbursed,”. 

Section 2 (c), page 5, line 8, after the word “system,”, add the following: 
“the objective of this subsection being a single, integrated accounting system 
for each agency meeting all accounting requirements.” 

The reasons for these suggested additions are set forth in previous general 
comments presented herein. 

Mr. Morey. Ladies and gentlemen, I am here today because of in- 
terest in governmental accounting, and have been for a long time, but 
currently I am serving as consultant to accounting policies in the 
Office of the Assistant Secretary, Mr. McNiel, and I have come at 
his request. 

I did receive from Senator Kennedy a request for comments on 
Senate bills 3897 and 3899, which are the companion bills in the Senate 
to these two in the House. And the statement that I am giving the 
committee, if it is in their hands, is a statement prepared in relation 
to those two bills. 

However, since the two bills are identical, I will simply say in gen- 
eral that I do not have the benefit of the comments, that is, not all 
of the observations of the General Accounting Office, and in view of 
the Bureau of the Budget on these bills before, I prepared my memo- 
randum and so there are some points that I have made that would be 
somewhat modified by the statements presented by them. 

For example, the availability of the contract authority, and a few 
points of that kind. We are all extremely interested in improving 
the accounting and financial management in the Government. I have 
been keenly interested, though not actively, a part of any task force 
of the work of the Hoover Commission, but I was the chairman of a 
local citizens committee. I do give general concurrence to its studies 
and recommend in the field of general budget accounting and the gen- 
eral merit they have. 

However, as Mr. McNeil pointed out, they were strongly worded in 
the direction of making these procedures conform to private business. 
This is acceptable only as far as such procedures are applicable and 
there are needs and conditions in the Government not found in non- 
public enterprises. 

We want the Government to be conducted on a business-like basis, 
but that does not necessarily mean like a business in every detail. 

Chairman Dawson. I wish you could make that distinction in other 
respects. There seems to be a movement to put the Government out 
of business. I am of the opinion that the Government is our biggest 
business. 

Mr. Morey. We have features that require financial control stem- 
ming from the Congress and extending all the way down through our 
management that require additional and different systems of account- 
ing over and above many of those that would be matched by those 
found in private business. 

Now, my statement here contains some general comments and more 
or less similar to those of Mr. McNeil this morning on some of the 
features of accounting with capital funds, obligation accounting and 
so forth, and I will not read that statement in detail. 

In summary, I would like to say in the time that I have spent here I 
have been deeply impressed by the efforts that are going on, the con- 
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structive and excellent efforts that are in progress to improve the ac- 
counting and financial management in the Department of Defense. I 
have been impressed also by “the fine cooperation that is going on be- 
tween that Department and the Bureau of the Budget and General 
Accounting Office under the provisions of the Budget “and Ac counting 
Procedure Act of 1950. 

We must recognize that the Department of Finance is probably the 
most complex and most extensive, the most intricate business operation 
in the world. It takes time to work these things out, and I realize 
that we become impatient at the slowness at which these things work, 
but direction is more important than speed in these matters and we 
should be sure that the direction is right rather than merely to accom- 
plish results quickly. 

First I would want to say, as I have said here, that with great respect 
to my fellow CPA, Congressman Lipscomb, that I do believe House 
bill 11526 is a superior bill to House bill 9402. It seems to me the 
latter contains quite a few things unnecessary, subjects of legislation, 
and as I believe, the other departments concerned have voiced, some 
of the things are not altogether desirable. 

House bill 11526 contains. desirable objectives. I am inclined to 
believe that most of them will be accomplished under existing laws, 

can be accomplished under existing laws of machinery probably as 
rapidly and practically and they will be accomplished. 

On the other hand, I recognize that the stamp of approval on the 
part of the Congress to some of these principles would probably—— 

Chairman Dawson. Not the stamp of approval, but the legis: itive 
authority or mandate to go and do it. 

Mr. Morey. Authority and direction that needs to be done as 
rapidly as practicable. It is therefore a matter of time. My first 
feeling was that the provision under section 1 (a) for accrued expendi- 
ture basis for appropriation should be deferred until the departments 
are more fully on accrued accounting basis as far as their records are 
concerned because they have to have ‘accounting records to carry these 
out. 

However, the provision that this would only be done and the assur- 
ance it will only be done as fast as it is practicable to carry it out, 
perhaps mitig ates against that objection. I do feel that there are some 
additional changes 1 in the bill that are needed in the way of clarification 
of the relation of obligation accounting to the accrual accounting sys- 
tem, minor changes in phraseology, and a few things like that which I 
will not detail because they are set out. 

Chairman Dawson. Did you detail them in your statement? 

Mr. Morey. They are detailed in the memorandum. 

Chairman Dawson. All right. Thank you. 

Mr. Liescoms. Now, you mentioned, sir, that things do not neces- 
sarily have to move rapidly but in order to get things done, just in the 
right direction. Why do you think it is that the Bureau of the Budget 
has not put some of these improvements into effect until the Hoover 
Commission recommended them? I mean, they seem rather obvious 
on the face of them. 

Mr. Morey. I think we will all admit that the traditional accounting 
methods in the Government have been based probably on the cash- dis- 
bursement basis; have not been such to provide the best results. 
Why we haven’t moved forward in earlier years, we are definitely along 
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that line, I am sure. I was chairman of a committee of accountants 
in the late thirties, more or less at the time of the select committee, I 
think it was called, which was in operation at that time, which was 
raising questions about budgeting and accounting and those things 
did have a great deal of consideration. 

On the other hand, the war interrupted many of these changes 
that many people would understand. How they work in the Hoover 
Commission and other task forces is to serve to emphasize these, but 
to me the great piece of legislation was the Budget and Accounting 
Act of 1950, which set up a general pattern of cooperation and I am 
sure the reports that have been issued in those years indicate that the 
matter has not stood still by any means. 

There are many places in the Government where most of the provi- 
sions of this proposed legislation are now being accomplished. 

There are many places in the Department of Finance where, to a 
considerable extent, these things are being accomplished. So far as 
the accounting and financial management are concerned, they are 
being accomplished. 

Mr. Liescoms. Do you have any feeling about the recommendations 
of the Hoover Commission, for instance, with respect to the Bureau 
of the Budget, or with respect to the exchange of correspondence 
between the President and the Bureau of the Budget, setting up a 
director of accounting? Do you have any feelings about enlarging 
the staff or putting the staff members into the different agencies, that 
type of relationship ? 

Mr. Morey. I feel that that general movement is decidedly in the 
right direction with respect to bringing a closer coordination and 
integration between budgeting and accounting. And accounting on 
budgeting. We have not had enough of that kind of coordination 
integration in the past. The provision by the Bureau of the Budget 
which has already gone into effect for accounting differences in the 
Bureau should bring about excellent results in that respect. 

Now, perhaps your question was directed as to how closely the 
Bureau of the Budget should be integrated into the other agencies like 
the Department of Defense. I would, from my limited observation, 
be inclined to concur with Secretary McNeil that the present plan of 
integration is good, and I would doubt whether it would be desirable 
to modify that entirely along the lines of the Hoover Commission 
recommendations. 

Mr. Liescoms. With your knowledge of it, do you feel it has been 
sufficient ? 

Mr. Morey. I think, considering the time, I mean to say I think 
much has been accomplished. I don’t mean to say that it has brought 
about perfection in the budgeting methods, but it seems to me from 
observation that there is a good correlation existing between the two 
and they are not moving hand in hand to constant improvement of 
the budget. 

Mr. Lirescoms. Do you see any objection to the Congress writing in 
some legislation stating that they believe these things should be done? 

Mr. Morey. Well, I think I would defer to the judgment of the 
Bureau of the Budget, if I understand correctly, on the previous com- 
ments which I did have the privilege of seeing on 3119, in which it 
apparently held to the view that closer integration of the Bureau 
of the Budget into the affairs of the different departments would not 
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be necessary and that they had already taken steps to set up a division 
of accounting that in their judgment would accomplish the objectives 
here in an adequate amount without legislation. 

Mr. Liescoms. Maybe I don’t have the same feeling that this will 
be carried forward expediently, as you do, without some direction. 
I believe that you indicated that you concurred with the bill H. R. 
11526, except that you feel that perhaps it shouldn’t go into the accrual 
base of budgeting. 

Mr. Morey. I am not saying that I object to accrual basis of appro- 
priation. I concur in that asa principle. My statement that I made 
here is that I am sure that couldn’t be accomplished immediately, that 
time would be required, and I raise the question of whether perhaps 
the legislation requiring it should not be deferred. 

There is a saving clause here that protects the agencies in that 
respect, and Mr. Brasfield and Rappaport both referred to that, I 
believe. And assuming that will be, and undoubtedly will be ap- 
plied, one could not raise any serious objection to that. 

Mr. Lirscoms. I believe, in my opinion, the way I look at it, that 
is why that type of legislation was left out of the H. R. 9402, be- 
cause it was thought that they had to do the groundwork first before 
they could get into that function. 

Mr. Morey. That is the point. It will be unnecessary for the De- 
partment to build up an accounting system generally on accrued ex- 
penditure and cost basis before they really have adequate information 
to present budgets which would be expected to form the basis of 
appropriations. 

Of course, I am most concerned, as my comments indicate, that there 
will not be any loss of the recognition of the necessity for obligation 
accounting, and appropriate control of all points, and ascending to 
accrued expenditure and cost basis. 

These things can be fully integrated and into a single accounting 
system and should be. 

Mr. Henverson. Mr. Morey, did you say you were generally in 
favor of the accrued system ? 

Mr. Morey. Yes, indeed. 

Mr, Henverson. But you are also in favor of the obligation system? 

Mr. Morey. By all means. I mean the obligation accounts—and 
those were what we call generally budgetary accounts—cannot be dis- 
pensed with in my judgment. And they should be part and parcel 
of the general accounting system. An accrued expenditure and cost 
analysis can flow readily out of and be an integral part of the fund and 
= tee accounting system. And that is the system to 
develop. 

Mr. Henverson. You don’t agree with the Hoover Commission in 
the weaknesses of the obligational system ? 

Mr. Morey. I have heard that it would appear that the Hoover 
Commission may not have given adequate consideration or had an 
adequate recognition of the importance of the obligation and cash 
accounting, in the Government departments, and thus perhaps unin- 
tentionally left the implication that these are unnecessary. 

Now, I know that there has been denied by the Chairman of the 
Task Force on Accounting, and I do know also that in the task force 
report the statement is clearly made, because I have the report here—I 
hope I can turn to it quickly—that such an accounting is essential; 
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that is, it cannot be dispensed with; yet all of the emphasis—I am 
sorry I can’t turn to that at the moment—all of the emphasis, however, 
is on the accrual basis and on the cost basis and virtually no mention 
of the continuing and equal necessity for obligation. 

That is why one finds himself a bit anxious to know what the 
Commission—I am sorry I can’t find that, but Mr. McNeil was right 
in his statement that the control of appropri lations, appointments, 
and allocations and allotments and obligations are at all times essen- 
tial, and that should be an integral part of the accounting system. 

Of course, those are necessary for reporting to the Government 
agencies and to Congress so they cannot be dispensed with. Recently 
I heard one of the management, one of the defense departments say 
it is not enough for me to know what the expenditures have been, 
that is too late. I must know what my commitments, my obligations 
are at all times. 

Mr. Henperson. Do you feel that the existing obligational system 
could be improved to the extent that Congress would have both the 
knowledge and the control that it should have, we will say, without 
installing a new accrual method or cost basis ? 

Mr. Morey. I think it can be improved, and rather substantially. 
Of course, there are many reports made now. For instance, the 
Budget-Treasury Form No. 1, which goes every month to the Bureau 
of the Budget and to the Treasury on every appropriation made by 
Congress. It shows the exact status of each and every appropriation. 

So, there is a wealth of complete reporting now, but it may not be 
brought together. It may not be coordinated bees vuse the monthly 
cash report of the Treasury is only the appropriations and disburse- 
ments. It does not reveal the extent to which appropriations are 
obligated. 

Mr. Henverson. Thank you. 

The Cuatrman. I notice, Mr. Morey, that in stating your qualifica- 
tions and your background you said that you were a member of the 
committee to bring into being or to implement or cause acceptance of 
the Hoover recommendations. 

Mr. Morey. Yes. 

The CHatrMan. Now, that committee has set out on a job to have 
them put into effect, either by legislation or administrative act, all of 
the Hoover recommendations, and, yet, in this particular one in your 
field you make excuses for their recommendations. You don’t want 
to abide by them, they did not give it enough thought and so forth and 
SO on. 

Why couldn’t that be true in every other recommendation they made 
and why would you belong to a citizens group to implement the Hoover 
recommendations or to bring them into being without having them 
studied and without having studied all of them and their bac kground ¢ 

Mr. Morey. I want to say that when the earlier recommendations 
of the first Commission were before Congress I raised certain questions 
at that time myself, even though in general and in broad principle I 
was supporting, and as you say, at a citizen level, as a citizen, actively 
supporting the efforts of the Hoover Commission to improve our 
Government management. 

The Cuatrman. And yet the one in your particular field where they 
differ with you, then you don’t want it put into operation, but in all 
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those fields that you are not an authority, they must be the law and 
they must be right and we must put them into effect. 

Mr. Morey. I think you are reading a little too much in the state- 
ment I made, fellow citizen of Illinois, but the questions that I raised 
are in their practical application rather than on the broad principles. 

The Cuarrman. I find that even among the different agencies they 
all are for the Hoover Commission except those that affect them. 

I notice that there is a tendency for us all to be for reform until 
the reform strikes us. ‘Then we want to do it the old way, and so 
forth and so on, like we have been doing it. 

Particularly my attention was called to that human trait where 
you agree with the Hoover Commission except in the respect that 
you did not believe that they were right when they wanted to do away 
with all this old system of accounting and bring in this new one. You 
don’t want to do away with it all, you want to use part of that and use 
part of the new. 

Mr. Morey. Use the thing that is essential, add to them the things 
that are now missing that are also essential. 

The Cuamrman. Any other questions? 

Are there any further witnesses? 

Here is a letter we want introduced into the record from the cham- 
ber of commerce. 

(The letter referred to is as follows :) 

CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., June 12, 1956. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House Office Building, Washington 25, D. C. 

DEAR Mr. Dawson: The Chamber of Commerce of the United States strongly 
supports the underlying principles of H. R. 11526, which would put into effect 
important recommendations of the Commission on Organization of the Executive 
3ranch of the Government with respect to budget and accounting procedures. 
In hearings held earlier by your subcommittee, Mr. M. C. Conick testified for 
the chamber in support of H. R. 9402, which in many respects is similar to this 
measure, beth in scope and objective. 

On comparing H. R. 11526 with H. R. 9402, we note that the new measure 
contains improvements in language, and we are particularly gratified at the 


inclusion of the section directing development of an accrual system of budgeting 
and appropriating. 

We note also, however, omission of certain provisions of S. 3199 and H. R. 
9402 which we think should be included. I have particular reference to those 
dealing with the regular assignment of budget examiners to each agency, the 
establishment of agency comptrollers, the provision for a staff office of accounting, 
and the requirement of performance reports, all of which also were recommenda- 
tions of the Commission. 

While the acts of 1921 and 1950 gave the Bureau of the Budget discretionary 
authority to take steps along these lines, nothing has been done. It would be 
helpful if Congress would make them mandatory as provided in S. 3199 and 
H. R. 9402. 

We will appreciate it if you will make this letter a part of the record of your 
committee’s hearing on H. R. 11526. 

Cordially yours, 
CLARENCE R. MILEs. 


The Cramrman. Thank you very much, Mr. Morey, for your con- 
tribution, and thank you, gentlemen, and also the members of the 
press for your presence here with us today. 

(Whereupon, at 2:30 p. m., the subcommittee adjourned. ) 
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TUESDAY, JUNE 19, 1956 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION SUBCOM- 
MITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10:05 a. m., in room 
1537, New House Office Building, Representative William M. Dawson 
(chairman) presiding. 

Present: Representatives Dawson, Brown, Jonas, and Hoffman. 

Also present: Representative Lipscomb; Elmer W. Henderson, sub- 
committee counsel; William Pincus, associate general counsel; and 
Ann E. McLachlan, clerk. 

Chairman Dawson. Will the subcommittee please come to order. 

This morning our subcommittee continues its consideration of H. R. 
9402, H. R. 11526, and other measures to alter our present system of 
budget and accounting in the Federal Government. 

We have as our witnesses today the chairman of the Committee on 
Appropriations, Hon. Clarence Cannon, and the ranking minority 
member of that committee, Hon. John Taber. 

Certainly, this committee, by virtue of its experience in the Congress, 
would not feel free to recommend any legislation dealing with appro- 
priation matters until these two Congressmen who have had such a 
broad and long experience in handling the money of our country would 
pass upon the legislation involved. 

We are indeed honored to have both these gentlemen with us today. 
One is the chairman when one party is in power; the other is the 
chairman when the other party is in power. Between the both of 
them, we have a wealth of experience on this subcommittee that few 
other committees can get. 

At this time, did you gentlemen have any order of procedure ? 

Mr. CANNON. Off the record j just a minute, please. 

(Discussion off the record.) 

Chairman Dawson. Will you proceed, Mr. Cannon ? 


STATEMENT OF HON. CLARENCE CANNON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MISSOURI 


Mr. Cannon. It is a great pleasure and privilege to be before this 
committee on any occasion and it is a special privilege to be before this 
committee on the bills you have before you today. 

The question involves, Mr. Chairman, the financial integrity of the 
Government. It involves national solvency, and therefore involves 
both national defense and national prosperity. 
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As a matter of fact, in these critical times, it involves national 
existence, national survival. We are today in one of the most acute 
situations in which a nation can find itself, economically and finan- 
cially. 

The budget submitted to us in January is the largest budget ever 
submitted to the United States Congress in time of peace. Our 
expenditures and our revenues for this year are the largest in peace- 
time in the history of the country, and the appropri: tions which Con- 
gress so far has made—and we have now disposed of most of the 
appropriations bills, at least sufficient to project ahead definite con- 
clusions about the totals which will face us at the end of the session— 
these expenditures by the Congress are the largest in the peacetime 
history of the United States. 

The budget submitted to us in January, Mr. Chairman, projected an 
expenditure for the year 1957 of $6.1, an increase of $6,100 million 
over the current year, involving a total of $65,900 million, which is, 
as I have said, the record in the peacetime history of the country. 

Now, to complic ate the situation, we owe the most stupendous debt 
ever carried in peacetime in the history of the country, approximately 
$277 billion, and the Congress must before the end of this session 
again raise the statutory ceiling on the national debt. 

We have repeatedly had to raise the statutory ceiling, $275 billion, 
and each time we have raised it we have been told that the increase 
was temporary, that very shortly we expected to go back to the old 
$275 billion ceiling, and each time we have been dist ippointed in that 
expectation. And now one more time in this session we must again 
raise the statutory ceiling on the national debt. 

This situation carried with it disastrous consequences. It has re- 
sulted in an unprecedented inflation. In 1864, when the Civil War 
was nearing its close, but when the issue was not yet definitely deter- 
mined, the value of the United States paper currency fell to the 
lowest point since the establishment of the Republic. The value of 
paper currency in gold went to the lowest point while specie payment 
was discontinued. 

But even at that low point, the currency of the United States 
the greenback—in 1864 was greater in buying power than a dollar 
is today. It is a situation attended by serious consequences. 

For example, all these totals that are being published today illus- 
trating the high returns on stocks and bonds, the highest wages en- 
joyed by labor must all be cut in two. We are not as great and 
important and prosperous as we seem to be, because the dollar today is 
only worth about 50 cents. 

Mr. Horrman. How much? 

Mr. Cannon. About 50 cents. 

It has fluctuated from 49 to 52 cents on the dollar. 

In 1937 $1 would purchase between 101 and 102 cents worth of 
commodities. Today it will purchase in the fluctuating markets of 
today, somewhere between 49 and 52 cents on the dollar. 

By way of further example, men who sit around the table of our com 
mittees here have perhaps long ago made what they considered a final 
arrangement of their life insurance and a final settlement of their 
estates. Usu: ully insurance is handled in multiples of $10,000. Just 
to illustrate to them what the effect of this tremendous inflation has 
been, that $10,000 which is a unit is today only worth $5,000. The men 
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who, say, in 1937 had $10,000 worth of life insurance, have lost half 
the money they invested and have irrevocably in some cases compli- 
cated the arrangement which they expected to govern their estate 
after their death. 

If a man bought $10,000 worth of insurance in 1937, he only has 
$5,000 worth today. The man who retired on what at that time was 
ample competence today has only half as much as he thought he had at 
the time in 1937 or thereabouts. The result is that many people who 
retired at that time find themselves cramped beyond recourse because 
they, instead of having what was competent have only half a compe- 
tence now. 

We have another instance. Most of the colleges of the country had 
an endowment fund which in 1937 was ample to sustain their institu- 
tions. They are all today in desperate straits because their endow- 
ment funds which in 1937 brought in enough returns on their invest- 
ments to support the institutions are now inadequate, and all over the 
United States, our endowed colleges, our endowed hospitals, our en- 
dowed orphanages, and other like institutions, are engaged in a 
desperate struggle to make up what they have lost in this depreciation. 

This depreciation is solely the result of spending money we didn’t 
have. We have gone along spending money we didn’t have, and there- 
by adding to the national debt. 

Before the war such spending was justified when we were operating 
with a pistol at our heads. We had no choice but to spend and spend 
and spend with our eyes shut to prevent foreign enemies from taking 
over. 

Today it is different. We are now in a time of peace, and we 
should have begun long ago to reduce the national debt. 

Off the record just a minute. 

(Discussion off the record.) 

Mr. Cannon. Now, Mr. Chairman, the result of this situation 
which I have very briefly touched upon here, and very inadequately 
outlined, the result is that there is a realization all over the country 
by thinking people that we must revise our budgeting system, revise 
our appropriation processes to bring about a reduction of unnecessary 
expenditures, and as nearly as possible get back on a solvent basis. 

In 1937, when the Committee on Appropriations considered a 
proposal for expenditure, they asked if it was an advantageous expen- 
diture. Would it result in accrued advantage to the country and the 
people. 

At that time we didn’t have this tremendous national debt, a debt 
which today costs us $7 billion annually in interest and maintenance. 
Why, Mr. Chairman, back under the speakership of the distinguished 
Speaker from Maine, Speaker Reed, Congress for the first time spent 
$1 billion in a session. The editorial comments of the newspapers 
of the country were vitriolic. They said Congress had gone wild 
spending $1 billion a year. 

What would they have thought if they had known that today we 
would be spending $7 billion a year merely to pay the interest on the 
national debt? It is an alarming situation, and the alarming feature 
of it is that nobody is alarmed. Nothing is said on the floor here 
today. Nothing is said about it in the newspapers. It is taken for 
granted. 

82209—56——__13 
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About the only thing we do about it on the floor is vote more money. 

At the time, as I have said, when we had a reasonable national 
debt, when we were solvent, the approach was whether money could 
be spent advantageously if appropriated. Today, due to the des- 
perate nature of our situation, the question should be, Can we get 
along without this proposed expenditure? If we can get along with- 
out it, we ought not to spend the money. 

These bills before you today are intended to remedy this situation. 
They are intended to get the budget before us in such a way and so 
clearly that we will immediately resolve the necessity for the appro- 
priation is in the right direction. As I understand it, these 2 bills 
which you mentioned in your letter when you very kindly and very 
graciously offered to hear me on this subject—these 2 bills have as 
their indirect objective the putting into effect of the recommendations 
of the Hoover Commission. 

They have attracted the attention of the country and have been 
glamourized by a very remarkable statement which has been printed 
in every paper in the United States. 

That was that if Congress would merely adopt these recommenda- 
tions of the Hoover Commission, we would save annually $4 billion. 
That statement has been repeated and repeated and repeated. 

My mail and Mr. Taber’s mail have been full of letters asking “Why 
don’t you do this simple thing?” “Why don’t you just go ahead and 
adopt the humuaieiielinee of the Hoover Commission and save $4 
billion every year?” 

It is disconcerting. Everybody believes that by merely adopting 
the recommendations of the Hoover Commission we can save this 
enormous amount and thereby contribute to the reduction of the 
national debt in the amount of $4 billion annually. But when you 
get down to the basis that supports that statement, you discover it 
is unsupported by any facts whatever. It has absolutely no basis. 

Only yesterday I asked the Director of the Budget when he appeared 
before our committee, “What is the basis on which they expect to save 
annually $4 billion by adoption of the Hoover recommendations?” 

He had no substantiating facts. He said he had understood that 
adoption of the Hoover recommendation would save several million 
dollars. 

I said, “Why, Mr. Director, the proposition here is not saving several 
million. It is saving $4 billion annually.” 

That same assurance has been repeated in practically every metro- 
politan newspaper in the United States, and reiterated on the floor 
of the House, and the Director of the Budget yesterday conceded that 
while they might hope and conjecture on a saving of vast sums of 
money, he didn’t think that even on that basis they could save any- 
thing like # billion. 

He, said he thought they could save possibly a few million dollars 
by adopting the Hoover formula, and was unable to substantiate any 
basis on which the committee might save even a few million dollars. 

So we start in here with a complete misunderstanding of the sit- 
uation on the part of the press of the country. 

When you ate to analyze these bills, you find first that the prin- 
cipal device depended on is the accrued expenditures basis. 
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That necessarily involves contract authorization, and of course 
that involves a tremendous amount of unexpended balances carried by 
the executive depar tments. 

The proposal is all the more problematical when we go back to 
President Eisenhower’s last budget message. 

In his last budget message, he deplored the accumulation of excessive 
unexpended balances, and yet the Hoover proposals and these bills 
will preserve and increase the unexpended balances. That is what 
this proposition, the main feature of this bill, involves. 

Mr. Chairman, let me take time to explain what this contract au- 
thority means. 

In the first place, it isan unfortunate feature, because it discourages 
the comprehensive study that should be given to a proposition—any 
proposition to appropriate money. 

These bills recommend a contract under which the agency shall 
go ahead and contract the expenditure. If you want to take it up in 
detail at that time, they say this is merely an authorization. We are 
not spending the money. This is merely a contract authorization and 
so, giving it halfhearted scrutiny, we pass it on. 

But in the next year or the next 2 years, or the next 5 years, or the 
next 16 years, as in case of our road appropriations, for example, even- 
tually it comes back to us in the form of a bill for material and services 
rendered. The agency has gone out and under contract authority so 
freely bestowed has contracted. That is what we authorized it to do. 
It has contracted and we have no alternative but to pay it. We owe 
the money and we have to pay it. 

So at both ends of the proposition, Mr. cnet we are at a disad- 

vantage. In the first place we are denied, or at least not encouraged, 
to make a study because it is merely a sei actual authority. 

When the time comes to pay the bill and they lay the contract on the 
table, we have no choice but to write a check. I can’t think of anything 
that contributes more directly to irresponsible expenditure and un 
necessary expenditure than such contract authority. And that is the 
heart of this bill. 

So I would say, Mr. Chairman, that I do not believe that the Com- 
mittee on Appropriations—and I have heard Mr. ‘Taber express him- 
self so frequently on this subject that I rather think he joins me in 
that expression—that we cannot after long experience, approve this 
sort of budget reform. 

I may add, Mr. Chairman that if such processing is desired this leg- 
islation is unnecessary, because we already have statutory authoriza- 
tion to do everything these bills provide. 

In the Budget Act of 1921 and in the Budgeting and Processing Act 
of 1950, we already have authority to do everything that is here pro- 
posed. 

Mr. Chairman, I must be in the other committee. I deeply appre- 
ciate this opportunity to appear before you. Mr. Taber here is quali- 
fied to discuss this matter as authoritatively as anybody could discuss 
it so I yield to him at this time with deep appreciation of your courtesy 
in hearing me. 

Mr. Horrman. Just a minute, before the chairman goes. He had 
30 minutes. He used 20 minutes of that time in discussing the situa- 
tion, outlining it and describing it, and we are all familiar with it. 
That is, our present lack of financial solvency. 
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Mr. Cannon. Perfectly familiar. 

Mr. Horrman. Now, wait a minute. The gentleman is doing as he 
always does. He comes in and hits and runs away. You refuse to sub- 
mit to a cross-examination. 

Mr. Cannon. I appreciate the chairman’s giving me this time. I 
have not discussed any personalities. 

Mr. Horrman. What the gentleman does is make a statement. 

Then he refuses to permit us to cross-examine him to ascertain the 
weight to be given to his situation. 

Mr. Cannon. What would the gentleman like to ask? 

Mr. Horrman. If you want to sit down, I will ask you a couple of 
things. 

(Discussion off the record.) 

Mr. Horrman. Assuming that there have been too many expendi- 
tures already, how many did you as chairman of the Appropriations 
Committee oppose ? 

Mr. Cannon. I opposed all expenditures that I thought we could 
vet along without. Iam sorry to say the committee and the House did 
not always follow me. Ms ' 

The gentleman from New York, Mr. Taber, joined me in an op- 
position to many expenditures that remained in the bills. Both the 
committee and the House refused to accept Mr. Taber’s and my rec- 
ommendations a number of times. 

Mr. Horrman. How many of the appropriations recommendations 
made by the House did you vote against ? 

Mr. Cannon. I was in this position 

Mr. Horrman. I know your position already. I know what you 
did and what you say. 

Mr. Cannon. Under the rules of the House, a chairman of the com- 
mittee must support a bill on the floor or yield leadership of the bill 
to somebody else. 

Although the committee refused to accept my recommendation, and 
refused to accept Mr. Taber’s recommendation, neither one of us had 
authority 

Mr. Horrman. Had authority ? 

Mr. Cannon. We weren’t authorized under the rules to go on the 
floor and take any other position except to support it. 

Mr. Horrman. You could have yielded your leadership on the 
floor; on the bill before the House voted the way your conscience dic- 
tated in favor of principle instead of expediency. 

Mr. Cannon. That statement comes under the characterization of 
interesting if true. 

Mr. Horrman. It’s true enough. 

I would like to have the gentleman come back. I don’t understand 
this idea of coming in, making statements 

Chairman Dawson. The matter was something he spoke of off the 
record. 

Mr. Horrman. I'll answer him on the floor. 

Mr. Brown. Mr. Chairman, I also find myself in a position where 
1 must leave for another committee meeting. The Committee on 
Rules has before it at this moment a very important bill on Federal 
aid to public school construction. 

Before I leave, I would like to call attention to the fact that, as a 
member of the second Hoover Commission which made the report upon 
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which this legislation is founded, while I approved the report gen- 
erally, I made a separate statement as to one recommendation. I have 
said in that statement, and I quote: 

I cannot fully accept recommendation No. 7 to convert the congressional ap- 
propriations structure to an estimated annual accrued expenditures basis. This 
is a radical departure from a longstanding fiscal policy which would require 
long-range changes in our appropriations process. I am, therefore, unwilling to 
give it a blanket endorsement without further study by appropriate committees 
of the Congress. 


Recommendation No. 7 reads as follows: 


That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 

I was very hopeful when I came here this morning that we could 
have the benefit of the long experience and wide knowledge of both 
the chairman of the House Committee on Appropriations Mr. Cannon, 
and the minority chairman, Mr. Taber, as to exactly what their opin- 
ions might be on this particular recommendation, as well as the rest 
of the bill. I, of course, got no information from the statement 
made by the gentleman from Missouri, except as to his general com- 
ments and views; which, of course, we had no opportunity to cross- 
examine. 

As I must leave, I would like to express the hope, and I am sure he 
will, that Mr. Taber will devote some attention to just what affect this 
recommendation and this bill will have on the method of making 
appropriations, and whether or not such will be practical, in his broad 
experience; or, if not, what suggestions he might make that could be 
substituted for recommendation No. 7 which would be helpful in the 
endeavor to get greater economy and efficiency in the conduct of the 
public business. 

Not being able to be present, of course, I shall read with great 
interest his statement. But I wanted to make my position clear as 
far as the general recommendations of the bill are concerned; and 
also why I wouldn’t be able to stay for the balance of the hearing. 

I hope Mr. Taber understands my position. 

Mr. Lirscoms. I would like to state that the recommendation is 
included in H. R. 11526. In H. R. 9402, recommendation No. 7 has 
been deleted. 

Mr. Brown. That was my understanding. 

Mr. Lirscoms. When Mr. Cannon spoke with respect to the bills, he 
spoke as if they were both the same, particularly as to contracting 
authority. 

That is not the case in these two bills. That is one of the instances 
in which they are substantially different, although H. R. 9402 has 
features in it that the other does not have, but in connection with 
administrative matters. I just wanted to point that out to the com- 
mittee. 

Chairman Dawson. Mr. Taber. 


STATEMENT OF HON. JOHN TABER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Taser. I recognize the delicate financial situation that this 
country is in. I am glad that the budget shows prospects of being 
balanced in the fiscal year we are now in, with $2 billion. I would 
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hope that that same situation might apply next year. If it does, it 
will be a great contribution toward putting the Government of the 
United States on a solvent basis. 

I have been over these two bills quite carefully. Neither of them 
touches the one thing that to my mind would give us an opportunity 
to save some money. I am going into the details after a little, but the 
great curse of our budget and accounting system is the so-called per- 
formance budget, which was slipped into the unification bill relating 
to the armed services, during its passage, without anybody knowing 
that it was there. 

Mr. Horrman. You mean in 1947 or 1949 ? 

Mr. Taper. 1948, I think. 

That permits the armed services and, insofar as it has been adopted 
in other places, to come before the Appropriations Committee with a 
lump-sum request for multitudinous activities and to present the so- 

called justification without being able to give us in the slightest degree 
the basis for the appropriation. That has been so when I have been 
chairman of the committee. It has been so when Mr. Cannon has been 
chairman of the committee. It is absolutely impossible the way they 
keep their accounts and the way they come up and present their budget 
requests, to find out the basis for their requests. 

Now, that has resulted in large unexpended balances. It has also 
resulted in its being absolutely impossible for us to get at, except 
through investigators that we send out from time to time, to tell what 
ought to be done and what our responsibilities are. That is the one 
thing that would save enormous sums of money if it were eliminated 
and if they were obliged to go back and submit their figures on a 
proper basis so that the people up here on the Hill could get into it deep 
enough to understand it. I have asked them time after time for the 
det ails and they have never been able to get them. Now, so much for 
a remedy, the chance to really save some money. That is what that 
particular approach would do. 

Now, I am going into these bills a little bit and I am going to call 
attention to a few things that I have struck going over them that I 
would think if they were going to be considered at all, should go out. 
Some of them I would like to endorse. 

On page 3 of the bill, H. R. 9402, line 18, I certainly would strike 
out “not more than two persons” because I do not see how two persons 
could go in. 

Mr. Jonas. Will the gentleman yield? 

Mr. Taper. Yes. 

Mr. Jonas. Mr. McNeil, from the Defense Department, made the 
some recommendation, and I think it was pretty generally under- 
stood by the committee that that certainly, from line 18 to the end of 
that section, will go out. Am I safe in saying that, Mr. Chairman? 

Chairman Dawson. That seemed to be the idea. 

Mr, Jonas. That seemed to be pretty generally agreed. 

Mr. Taper. They couldn’t possibly do a job on the Military Estab- 
lishment with just two persons. That is beyond any question. 

Now, this cost basis and the suggestion that we get back to contract 
authorizations, is something tha experience has shown costs a lot of 
money. It would increase the cost of Government tremendously. 
These contract authorizations, instead of being something to save 
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money, are something to release from the control of Congress the 
power to appropriate it. That is all it amounts to. When you get 
down to appropriating money on the basis of what they might spend, 
that means that the Congress has then declared that it wants to get 
back to the contract-authorization business. It doesn’t say so in the 
bills, but that is what it means. We have found, by hard experience, 
that the worst waste that comes and the things that are absolutely 
impossible of correction come from these contract authorizations. We 
have contract authorizations hanging around that we haven't been 
able to eliminate galore. Every little while we find something where 
we could eliminate them. 

Mr. Jonas. Mr. Taber, would you turn to page 4 and read the last 
sentence in that section and give us your ideas about whether these 
people assigned from the Bureau of the Budget should stay in the 
Department more than 2 years? There was a ‘little argument in the 
committee about that. It is a sort of two-edged sword. 

Mr. Taser. I have found that it is desirable to move people around 
on committees a good many tiines, because people who stay long 
enough on an individual job tend to become protagonists of that setup. 
You go into the Defense Department. I do not think that the budget 
should be deprived of the knowledge that some of these people over 
a long period of years have been able to acquire. Now, it might be 
that a little new blood is required in the budget representatives, but 
I would hardly say that no one should be kept in there for over 2 
years. I think that would bea mistake. 

Mr. Lirscoms. Mr. Chairman, I am sure Mr. Taber knows this, but 
I, at least, was amazed to find out that, I believe, 35 people from the 
Bureau of the Budget are working in the Department of Defense, 
which handles almost 60 percent of our total budget money. Only 35 
people working over there. 

Mr. Taper. Well, you see, the bill the way it was would have cut 
that number down, I would expect. I don’t know how it would be 
interpreted, but I think there are a good many more than 35 people 
involved in the work. It may be that only 35 are over there, but that 
doesn’t mean that that is all there are working on the job at any time, 
hecause I know that—I have had considerable contact with the budget, 
and that has gone on regardless of whether or not I was in the majority 
or the minority, and whether or not the administration was of my 
party or of the other party. 

I have gone over, and we have gone over, things with the budget 
officer and had considerable occasion to cover that situation. F1 ankly, 
we have 7 or 8 of our top clerks in the Appropriations Committee 
working on the Military Establishment all the time without very often 
going to the Pentagon. We have on occasion sent in groups as large 
as 35 or 40 to the Milit: ary Establishment, groups of investigators, 
and they would be out of the top drawer of accountants and business 
analysts, and that sort of thing. Some of them, a very large number 
of them, would come from the General Accounting Office. A large 
number would come out of the certified public accountants’ outfits, 
like Price Waterhouse, like Anderson & Co., like—I could name a 
dozen of them. That has helped us to get a picture of it. The budget 
has a very considerable number of quite able accountants who operate 
over there. 
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The accounts of the armed services are kept in such a way that 
it is almost impossible, even for those people, to get what they feel 
they ought to have. Now, the only way I can see is to get rid of that 
performance budget to give us a picture of what we need. 

Mr. HorrmMan. “May Task about that when you get to it? 

Mr. Taper. Yes. 

Mr. Horrman. All right. Something was said here to the effect 
that the National Security Act of 1947 brought that into existence. 
I have before me the 1947 act which is chapter 342 of the Statutes at 
Large, statute 61, page 494. I don’t find anything in there. But here 
is W here it came in, in 1949 in the National Security Act Amendments 
of 1949, statute 63, page 586, section 403. My recollection is that sec- 
tion 403 of the 1949 amendments—that amendment came out of the 
armed services. 

Mr. Taper. It did. 

Mr. Horrman. Not from this committee, and then it is entitled 
“Performance budget.” That is what you were talking about? 

Mr. Taser. That is exactly right. I was wrong on the year. 

Mr. Horrman. I want to put that, section 403, of the 1949 amend- 
ments, in the record, and I want to quote from it: 
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Sec. 403. (a) The budget estimates of the Department of Defense shall be 
prepared, presented, and justified, where practicable, and authorized programs 
shall be administered, in such form and manner as the Secretary of Defense, 
subject to the authority and direction of the President, may determine, so as to 
account for, and report, the cost of performance of readily identifiable functional 
programs and activities, with segregation of operating and capital programs. 
So far as practicable, the budget estimates and authorized programs of the mili- 
tary departments shall be set forth in readily comparable form and shall follow 
a uniform pattern. 

(b) In order to expedite the conversion from present budget and accounting 
methods to the cost-of-performance method prescribed in this title, the Secre- 
tary of each military department, with the approval of the President and the 
Secretary of Defense, is authorized and directed, until the end of the second 
year following the date of enactment of this act, to make such transfers and ad- 
justments within the military department of which he is the head between 
appropriations available for obligation by such department in such manner as he 
deems necessary to cause the obligation and administration of funds and the 
reports of expenditures to reflect the cost of performance of such programs and 
activities. Reports of transfers and adjustments made pursuant to the author- 
ity of this subsection shall be made currently by the Secretary of Defense to the 
President and the Congress. 


Mr. Taser. I knew it was there but I wasn’t properly advised on 
the year. 

Mr. Horrman, I wasn’t sure that it was slipped over on us. 

Then, we have a section here in the Budget and Accounting Pro- 
cedures Act of 1950 where it was made to apply to the other de- 
partments, just as you said. That was done pursuant to the recom- 
mendations of the first Hoover Commission for a performance budget 
and the pertinent sections are 102 (a) through (d) which amend sec- 
tions 201, 203, 204, and 205 of the Budget and Accounting Act of 1921. 
Your idea would be to repeal that provision in your statute? 

Mr. Taser. It would. 

Mr. Horrman. That would be in your opinion a remedy? 

Mr. Taser. That would result in our being able to find out enough 
about these things so we could intelligently pass on them. 
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Mr. Horrman. What they have been doing is coming in and saying, 
we want so many millions or whatever it was for miscellaneous pur- 
poses. 

Mr. Taser. Without being able to break down the items so that you 
really could be able to understand what it was or check on their 
activities and the mistakes they made. 

Mr. Horrman. They wanted money to go to town, but not to tell 
you what they were going to buy. 

As I get it here, section 204—A, which is an amendment to the other 
section—that is found on statute 64, page 833—“except as otherwise 
provided” and so on. It says here: “shall conform to requirements 
prescribed by the President.” 

If we get rid of those sections, we will be on our way where you can 
do something ? 

Mr. Taper. I would not object to the President prescribing those 
things or the General Accounting Office, or the budget, but I think 
we have got to get away from that performance budget if we are 
going to get anywhere and save some money 

Now, this cost business and the cost basis for the budget. Frankly, 
we had the budget over before us yesterday afternoon, all the after- 
noon. They have found in some agencies where they could save some 
money by having a better grasp of the inventories of certain agencies. 
I think that is true. On the other hand, the big place where you can 
save some money, in my opinion, is in the armed services and that 
relates to—that has to be based on their inventories. Those inventories 
are much better than they were but I do not think that the facts come 
out the way they should. I think that the use of the inventories could 
be used by the budget and by the Appropriations Committee to analyze 
what is needed, so we would not be giving them things that are not 
required. 

For instance, we do not have that picture, and I know of places in 
the armed services where, the way things stand, it is impossible to see 
what any unit in the armed services, any base actually uses, so you 
can’t find where the responsibility lies for the failure to operate on 
a sound basis. Now, if we got rid of that performance budget, we 
would be able to get that. 

Mr. Lipescoms. Mr. Taber, it is my thinking that a cost-based budget 
is exactly what we are trying to get at to correct the situation that you 
are talking about here. 

Mr. Taser. The trouble with it is you would have to let these 
agencies have contract authority and they get that twice as easily as 
they get an appropriation. I know from long experience that that 
is SO. 

Mr. Liescoms. Mr. Chairman, with permission, I would like to 
read into the record what the Hoover Commission said about this, 
and I believe, in my opinion, it concurs a great deal with what Mr. 
Taber is saying. 

This is on page 30 of the Task Force Report on Budget and Ac- 
counting : 

* * * The Government-type budget presentation fails properly to take into 
account inventories and other working capital available at the beginning of the 
year which may be consumed in the programs of the budget year. Neither does 


it reflect materials which may become available during the budget year on the 
basis of prior year’s obligations, or those resources which are estimated to be 
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carried over to the following year. Inventories, equipment and facilities, and 
other working capital items on hand and on order represent resources already 
available for a given program and they should be considered in establising the 
level of funds required to accomplish a program. 

The most useful accounting data in formulating and controlling agency budgets 
is that which reflects the cost of goods and services to be consumed or used in 
carrying out our budget programs—the estimated “costs incurred.” Budgets 
which include information concerning costs incurred are designated as cost-based 
budgets. * * * 

In other words, if you could get the history of what went on in the 
prior year, it would give the Appropriations Committee a more ac- 
curate look at what they are going to appropriate. It goes back to 
what Mr. Cannon said, that nobody knows what they are appropriating 
because 

Mr. Taser. Well, I wish we had one of our committee prints here. 
Mr. Jonas would know what that was, because he has been through it. 
We have what the budget estimate is. We have what the budget 
estimate has been right on the page of each important appropriation 
for the last 30 years probably. What the appropriation has been, and 
then we proceed and we ask what their etn. have been down 
to the latest possible date that we can find. 

You remember that, Mr. Jonas, you have seen that time after time. 
We always have that. We always have, as far as we can get it, an 
analysis of these expenditures, but we are prevented from getting a 
good analysis because of this performance loan idea and the es 
that it should be a one-line job, rather than a detailed appropriation 
bill. 

Mr. Liescoms. Well, if the agencies and departments were required 
to submit a cost-based budget, wouldn’t that, in effect, eliminate the 
reasoning behind the performance budget? They couldn’t come up 
with that kind of information if they had to do this other. 

Mr. Taper. They could do that just in the same way. They do it 
now. They give us a cost-based budget. 

Mr. Lirscoms. In many departments they do, but not throughout 
the Government. 

Mr. Taser. Well, they are supposed to do it on everything but you 
can’t tell what is in the proposal because of the performance budget. 
That is where your omalie is rather than in this accounting system. 

Mr. Lirscoms. That is the root of the whole thing, the accounting 
system. 

’ Mr. Taser. Your accounting system, if you have a cost-based 
budget, and an accrual basis, you have got to have contract authoriza- 
tion, and that is where the rub comes. 

Now, many times you get a cost-based budget, it is not outlined. We 
have that ona great many things. Now, we have it in the Coast Guard, 
we have it partly in the Post Office Department, and we have it in a 
great many others. But when it comes to the contract authorization 
business for things that they have to let contracts for that will not 
have to be paid for until a later date, you get the thing out of control. 
That is where the trouble it. 

Mr. Liescoms. Under the present obligation system, they have the 
contract authority now. 

Mr. Taser. No; the funds are appropriated every year, and have 
been for some time now, on the basis of actual dollar appropriations, 
and that is where they get their authority to make contracts where the 
payments do not have to be made until after the end of the fiscal year. 
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Now, there are what I would call some good provisions in some of 
these bills. I think that it would do no harm to have them putin. I 
would almost be in favor of one provision in 11526, actively in favor. 
That would be page 3, paragraph (d). It would have to ‘be worded 
a little different in order to be effective but if it said at the end of each 
fiscal year, the excess of any appropriation or fund, unobligated, shall 
lapse. If it said just that, that would be a good. provision, because 
some of these things, these funds, are available; are made available 
until expended. I am afraid that that is not a good practice. I think 
that would be a reform that could be devoutly desired. 

Mr. Jonas. Mr. Taber wasn’t it under that arrangement that we 
ran up these unexpended balances to about $80 billion a couple of years 
ago? That is a fantastic amount of money but that is the figure I 
recall. It was $80 billion or $90 billion. 

Mr. Taper. It was to a considerable extent. Not entirely, because 
you take your procurement of aircraft. The major contracts for the 
procurement of aircraft run 3 to 4 years. The major contracts for the 
construction of a ship do likewise, and you couldn't possibly avoid 
having large, unexpended balances in connection with those things. 

Mr. Jonas. I am just going to inquire—if I were a ship manufac- 
turer or a plane manufacturer, unless the agency letting the contract 
had some continuity of control over it, it w ould be sort of di angerous to 
begin construction; wouldn’t it? You would have to rely entirely —— 

Mr. Taper. It would. 

Mr. Jonas. I could see that the contract authority would be neces- 
sary there. 

Mr. Taser. I think you get a better price on things where you actu- 
ally have contracts and the money to pay their requirements. Of 
course, the Navy does a good deal of its own constructing. Those 
things don’t apply so much to the Navy. They doa great deal of their 
own work in the navy yards. 

Mr. Horrman. The Committee on Education and Labor has an 
executive session which I must attend. I should like to make one com- 
ment before leaving. 

Now, the situation described by the chairman of the Appropriations 
Committee during the first 20 minutes of his testimony here, of course, 
as we all realize, i is tragic, and it is also, in my judgment, ridiculous 
and absurd because isn’t it true, that realizing that situation, the 
principal offender is Congress itself in appropriating these various 
sums? I know your record, Mr. Taber. It has been against prac- 
tically every one of them for the last 20 years, at least to my knowledge. 
Isn’t that where the fault lies, with the Congress itself / 

Mr. Taner. The Congress needs to be more alert to its responsi- 
bilities and to be ready to reduce these appropriations wherever they 
are not needed, for legislative activities of the Government and es- 
pecially, for national defense. The processes of defense are costing 
us too much money, not because of the things we buy that are needed, 
but because of the waste inherent in the w ay they operate, and they 
have always done that, and it is exceedingly difficult to educate 
aman who wears a uniform to the financial picture of the Government. 

Mr. Horrman. I know it is an easy out, and I am not intimating 
that that is what you are doing, it is an easy out for the Congress to 
lay this excessive waste—and waste is always excessive—upon ‘the De- 
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fense Department . But didn’t we, when we enacted the highway bill, 
the farm bill—now it may be necessary, it may be politically ad- 
vantageous, it may have been desirable; but didn’t we hike the 
national debt ? 

Mr. Taser. Yes; very decidedly. 

Mr. Horrman. Then doesn’t it come back to the Members of 
Congress themselves ? 

Mr. Taper. Yes; it does. 

Mr. Horrman. Why should we yell about an item which we all 
know is increasing the national debt by billions every year, when 
we vote for other appropriations for the legislative departments? 

Mr. Tazer. Well, we are responsible for providing the funds for 
our legislation. 

Mr. Jones. One thing for sure, no executive agency of the Govern- 
ment can spend a dime that we don’t give them; isn’t that right? 

Mr. Taser. That is right. 

Mr. Horrman. Didn’t we—I notice in one of the morning papers 
here $25 Million Sought for 3 United States Buildings”—didn’t I 
notice that ? 

Mr. Taser. I guess that is there. 

Mr. Horrman. Yes; I guess that is there. And it isn’t any Defense 
Department that recommended that. 

Mr. Taper. We can’t lay that tothem; no. We can’t lay that to the 
Defense Department. 

Mr. Horrman. And on this one: “$4.5 Billion Aid Voted by Senate 
Unit.” Just to get an idea: 

As the bill now stands, the total new authorizations would amount to $4,270 
million as against $3,567 million voted by the House and $4,672 million asked 
by Eisenhower. The overall $4,502 million takes into account previous authori- 
zations in the President’s requested $4,900 million. 

I guess I had better not read it. 

Here is another item from the same issue, which shows that we 
are appropriating money for the legislative branch which I think is 
unnecessary. Note this: 
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Shaded areas show the sites of the three office buildings planned along the 
proposed 10th Street Mall 


TWENTY-FIVE MILLION DoLLarsS SOUGHT FOR 3 UNITED STATES BUILDINGS 
GSA TO ASK FUNDS FOR STRUCTURES OFF SOUTH MALL 
(By Robert C. Albrook, Staff Reporter) 


The General Services Administration will ask the House and Senate Public 
Works Committees today to approve construction under lease-purchse contracts 
of three 6-story Federal office buildings in southwest Washington at a cost of 
$25,250,000. 

The structures would flank the projected South Mall along 10th Street, a key 
feature of the Zeckendorf plan for redevelopment of 441 acres of the blighted 
southwest area. 

GSA a year ago asked the committees to approve 2 buildings flanking the South 
Mall, at a cost of $20,200,000. The new proposal will take the place of this plan. 
The 2 buildings were to have contained 815,000 square feet of gross floor area. 
The 3 structures would total 972,250 gross square feet. 

The Zeckendorf plan, developed by the New York firm of Webb & Knapp, headed 
by William Zeckendorf, has been approved by the National Capital Planning Com- 
mission and is awaiting action by the District Commissioners and the Federal 
Urban Renewal Administration. 

Two of the proposed buildings would flank 10th Street between Independence 
Avenue and the railroad tracks. The third would be placed on the west side of 
10th Street between the tracks and the projected Southwest Freeway along the 
line of F Street, across the new mall from the entrance to the proposed L’ Enfant 
Plaza. 
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Chairman Dawson. Will you proceed ? 

Mr. Taner. Well, frankly, I do not see how you can go back to this 
contract authorization business with the situation that we are in, and 
not have it cost the Government more money. 

Chairman Dawson. Then it is your opinion that if either one of the 
bills were passed by the Congress that it will cost the Government 
more money ? 

Mr. Taser. If they provide for the appropriations being made on 
an accrual basis. That is, for instance, if we have contract authority 
for $50 million and appropriations for $25 million for some depart- 
ment, the $25 million may be all that would accrue during the year, but 
the $50 million would be easier to get, if you go back to that w ay of 
doing business, would not require funds until the next year, and it 
would be harder to keep things in hand and harder for us to do the 
things that we ought to do. 

Chairman Dawson. Then you do not agree with the recommenda- 
tion that if their suggestions were put into legislation that it would 
save our country $4 billion a year? 

Mr. Tazer. Some parts of it, like the cost basis, insofar as it is ap- 
plicable, would save or would ‘be a good thing to have. But if you 
adopt the provision for placing your appropriations on an accrual 
basis, that means automatically that we have to provide contract au- 
thorizations for anything that would not accrue during the year. 

Chairman Dawson. Come in, Mr. Rogers—Congressman Rogers, 
and have a seat over here. He is the author of one of the bills, H. R. 
11526. 

Mr. Taper. If we provide for putting your appropriations on an 
accrual basis, leaving the funds for the $50 million that is in contract 
authorization to be paid for and appropriated for out of subsequent 
years’ appropriations, I think that would be a means of wasting money 

rather than anything else, and taking more out of the control ‘of Con- 
gress, than it would save. 

Chairman Dawson. The Bureau of the Budget was up and it rec- 
ommended these bills in some respects. 

Mr. Taser. Well I would be willing to go along with some of the 
provisions in the bills, if you would ‘do away with the requirement 
that the budget be submitted upon an accrual basis. I would not see 
very much that I would object to in connection with the bills. But 
if you leave that in, I would be afraid of it. 

Chairman Dawson. In the light of your past experience you would 
be afraid of it? 

Mr. Taper. I would. 

Chairman Dawson. Now you have spoken of the performance bud- 
get being the evil that we face in the present situation; do you, or 
would you support legislation to change that? 

Mr. Taner. I would. 

Chairman Dawson. Mr. Lipscomb? 

Mr. Lirscoms. Mr. Chairman. If we did away with the budget, 
would we have to write into legislation some other form in which ‘the 
administration of the executive branch would have to submit budgets? 

Mr. Taser. No, if you had the provisions that you have got in these 
bills here. 

Mr. Lipscoms. Section 216. 
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Mr. Taser. I would not object. You mean the one on page 2? 

Mr. Lipescomn. Page 2 of H. R. 9402; and page 

Mr. Taper. Page 2 of H. R. 9402, no, I would not object to it. I 
would think that would be desirable. 

Mr. Lirscoms. In other words that would make the agency bring 
up more complete data to the Appropriations Committee, so they could 
have more information ¢ 

Mr. Taser. Well, I don’t know. We get, well for instance on the 
military we get that information monthly. Now on the foreign relief, 
we do not get it monthly but we ask for it pretty near monthly, and get 
it specifically. 

Now one of the hardest things to cheek in is the agricultural picture 
with that Commodity Credit setup, which is entirely out of the control 
of Congress, except as they get to the end of their borrowing power. 

The other oot ore it wouldn’t do any harm to let the outfits make 
a quarterly report, any of them. I question the requirement of having 
some of them, like the Smithsonian Institute and—oh, there are about 
30 or 40 of those agencies that are about that size, where they have 
very small comparative funds. I question the desirability of getting 
any more out of them than we presently get. 

You remember, Mr. Jonas, the very large number of agencies in 
the independent offices bill? 

Mr. Jonas. Yes. 

Mr. Taper. There must be 30 or 40 agencies that have, oh, less than 
three or four hundred thousand dollars. You can’t ask too much of 
detail on them. 

Mr. Lipscoms. Wouldn’t it be feasible if a section like this, if it was 
written in to limit it to a specific amount of funds, for instance, you 
mentioned $400,000, or for agencies of a certain size ¢ 

Mr. Taser. I would think so. I think it would be. I think that 
would be a good provision. 

Mr. Lirscoms. Many of these agencies that you are talking about 
already do their budgeting on the system that is indicated in the bill. 

Mr. Taser. There are a lot of these things that would do no harm 
and they would do some good. 

If you got away from the requirement that the President submit the 
budget on an accrual basis, that would be the thing that I would think 
would be the most important, that is the real serious thing in the bills. 

I wouldn’t oo that that limitation on page 3 of your bill wasn’t 
bad, because I do think it is, that one that we talked about earlier. 

Mr. Jonas. Would it bother you if I interrupted here / 

Mr. Taper. Not a bit. I am through, except for questions. 

Mr. Jonas. I have been following your argument on the use of 
accrual. But please turn to page 4 of the Lipscomb bill 9402. 

Now line 17, that is section (c), it says: 

As soon as practicable after the date of enactment of this subsection, the 
head of each executive agency shall, in accordance with standards prescribed 
by the Comptroller General, cause the accounts of such agency to be maintained 
on an accrual basis to show currently, completely, and clearly the resources, 
liabilities, and costs of operations of such agency. 


Maybe we could have some compromise of the two views and leave 
out the word “accrual.” You don't object to that? 
Mr. Taper. I would not object to that. 
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Mr. Jonas. That is on bookkeeping and not budget matters. 

Mr. Taper. Yes. 

Mr. Jonas. Well, you said you would not object to that sentence ? 

Mr. Taper. Yes. 

Mr. Jonas. You would not object ? 

Mr. Taser. That might be helpful. 

Mr. Jonas. I would assume, sir, that you wouldn’t object either 
to the form of reports ? 

Mr. Taser. No, I would not. 

Mr. Jonas. Anything that would bring about a closer supervision, 
reporting procedures, and so forth, would probably be desirable ? 

Mr. Taser. I think that is true. ; 

Chairman Dawson. Mr. Rogers, did you have some questions you 
would like to ask ¢ 

Mr. Rogers. Mr. Chairman, I was sorry to be late. 

But Mr. Taber, I am glad to know you approve most of the pro- 
visions of the bill. I think as Mr. Taber stated, probably his main 
objections are to submitting a budget on an accrual expenditure basis. 
I wondered, Mr. Taber, if the submitting of the budget, where we can 
know exactly what they plan to spend for each year, even though they 
may have the authority over a time limit to obligate, wouldn’t that 
actually give your committee, the Appropriations Committee, a bet- 
ter picture each year, of actually what is happening, which would 
give you a basis to maybe have even stricter control on the expendi- 
tures ? 

Mr. Taser. We have always gotten that information in our hear- 
ings, where unless some of the men made a slip in asking for that par- 
ticular information, which doesn’t happen too often. 

Mr. Rogers. Well I am sure that is true, Mr. Taber. But I was 
just thinking that this would assure that even—I wonder if it might 
not even be a safeguard of preventing a slipup? Don’t you think it 
might tend toward that a little bit? 

Mr. Taxser. I do not, I would not object to anything of that char- 
acter. The only thing I would object to would be if you put in the 
words that the budget should be submitted on an accrual basis, by 
that very act you practically require the Appropriations Committee 
to ask for contract authority for an agency, and that is something 
that is exceedingly difficult to control. It is a lot harder for the Ap- 
propriations Committee to handle things that way, than it is 

Mr. Rogers. Of the obligation system ? 

Mr. Taser. Than it is by the system where the funds are appro- 
priated. You have more control over keeping the money down with 
contract authority than you do the other way. 

Mr. Rogers. Well here is what my thoughts were on it, and as I say 
I am very new to this and this is why we are benefiting from your 
views, Mr. Taber. I thought that if we could have an accrual ex- 
penditure basis budget, rather than just, as you say, appropriating 
money on the obligation system, that we would in effect be doing the 
same thing, if you want to call it contract basis where you enter into 
a contract, you in effect are entering into a contract anyway under 
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the obligation system, maybe more so, aren’t you, by the fact that you 
have alre eady appropriated : all of the money for it? 

Mr. Taper. You give them authority for it, at the present time you 
give them authority for entering into contracts as a result of the ap- 
propriation of the funds. The obligation authority is obtained in 
that way at the present time. 

Now the curse of a lot of these things is no-year appropriations— 
and one that I think that provision in your bill, I called attention 
to it, on page 3, if it could say, if that paragraph ‘(d) could say: 

As of the end of each fiscal year, the excess of any appropriation or fund un- 


obligated made on an annual accrued expenditure basis over the accrued expendi- 
tures shall lapse. 


Mr. Rogers. Yes. 
Mr. Taser. If it said that, and then followed by— 


Unless hereafter provided otherwise in an appropriation act or other law. 


Now that would be a good thing. 

Mr. Rogers. I see. 

Mr. Taser. Now, if you have it—you have this situation—a lot of 
appropriations have been made available until expended. Those 
appropriations have very largely been in the armed services. 

In other words, the appropriations were made until the construction 
of ships, the construction of planes, the contracts for tanks, and things 
of that character, are made, on what we call a no-year basis, available 
until expended. That results in enormous buildup of those appro- 
priations, and it makes it harder. I rather question the advisability 
of it because it makes it harder for the Congress to handle those things. 

Now for instance, did the armed services get into too big a hurry 
to obligate their funds sometimes? I remember one instance where 
they went ahead and built something like five or six hundred—I may 
not have the numbers right 

Mr. Rogers. Yes, sir? 

Mr. Taser. Of B-47’s, by getting in too big a hurry to let contracts 
before the plane had properly ‘been tested. 

Now, many of those were sitting around the factory and on the 
lot for a long time afterward. | >resently I think they have found a 
way to fix up a good many of them to make them usable. But of 
course that plane is now obsolete. 

But those things happen as a result of too great haste on the part 
of the obligating authorities to order something before they had it 
properly developed. 

Mr. Rocers. Yes, sir. Well, that is what I thought, perhaps— 
excuse me. 

Mr. Taser. Go ahead. 

Mr. Rocers. That is why I thought it might be of help to Congress, 
and particularly to the Appropriations Committee, to try this expen- 
ditures budget, because as, when you say, we gave them the authority 
to obligate funds, we are in effect giving authori ity, we are saying, “Go 
ahead, we are giving you all the money to do it w ith now.” Whereas 
under this system that we are proposing, we say, “You may make a 
contract but you must come back each year and show us how much 
money you plan to spend a year on this contract,” and we could let you 

say that you could start the plan to start to build this ship, but “you 
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have to come each year and show us how much you plan to spend each 
year and your plans and how you are progressing”—in other words, 
what performance you are giving us each year, so that where we find 
that planes yet have not come out the year we expect them to, rather 
than waiting until some trouble comes up later, a year or two later, 
at the end of the obligation authority when they may come back and 
say “we need more money because we made a mistake,” we would know 
the first year on an accrued expenditure basis. 

Mr. Taner. We generally get that as we go through and consider 
the appropriations for it now, and those things would tend to—the 
only trouble is this: The trouble with giving them the contract au- 
thority or the obligating authority without the money is that it is 
so much easier for them to get it. 

Now that is the trouble with it. Now people will vote for a con- 
tract authority much easier. 

Mr. Rocers. I see. Well, your feeling then, as I understand it, is 
that to enter into just a contract would be easier probably for the Con- 
gress to go along with rather than actually appropriating the full 
amount of money. 

Mr. Taper. That is it. 

Mr. Rogers. But you think the reporting as done on a yearly basis 
would be a good thing? 

Mr. Taser. I think that would be good, but I would hate to have 
the budget submitted on an accrual basis because if that was done, 
if we put in the law that the budget should be submitted that way, 
it would be hard work for us to do any other way than go along 
with it. 

That is, if the Congress passes the bill providing that the budget 
should be submitted on an accrual basis, it is going to be impossible 
for the Appropriations Committee to do any other w ay, even though 
they would not be bound by that. 

Mr. Rogers. I see. 

Thank you very much, Mr. Chairman. 

Chairman Dawson. Mr. Jonas? 

Mr. Jonas. No questions. 

Chairman Dawson. Mr. Lipscomb? 

Mr. Lirscoms. No questions. 

Chairman Dawson. We are very grateful to Mr. Taber for giving 
us so much of his time. I am sure we have been greatly benefited by 
the testimony today. 

Mr. Taper. Thank you very much. 

Chairman Dawson. Very well. This committee will stand ad- 
journed until further notice. 

(Whereupon, at 1: 40 a. m., an adjournment was taken until further 
notice. ) 
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RECOMMENDATIONS ON BUDGET AND ACCOUNTING OF 
THE HOOVER COMMISSION: ON ORGANIZATION OF 
THE EXECUTIVE BRANCH OF THE GOVERNMENT 


RECOMMENDATIONS RELATING TO THE BUREAU OF THE BUDGET (PART II 
COMMISSION REPORT) 
Recommendation No. 1 

(a) That the Bureau of the Budget expand and make more effective 
the discharge of its managerial and budgeting functions; 

(db) That in order to do this, among other things, it should place 
in important agencies one or more well qualified employees whose 
duties should include continuous year-round review, at the site of the 
agency, of agency budget preparation and administration and other 
facets of the Bureau’s man: igerial responsibilities; and 

(c) If necessary, the Congress should increase the resources of the 
Bureau of the Budget for that purpose. 


Recommendation No. 2 

That the executive agencies report annually to the Bureau of the 
Budget on the conduct of their operations. On the basis of the agen- 
cies’ reports and other available information, the Bureau should 
prepare for the President an annual report on performance for the 
executive branch as a whole. 
Recommendation No. 3 

That for management purposes, cost based operating budgets be 
used to determine fund allocations within the agencies, such budgets 
to be supplemented by periodic reports on performance. 


RECOMMENDATIONS RELATING TO THE PERFORMANCE (OR PROGRAM) BUDGET 
(PART ITI COMMISSION REPORT) 


Recommendation No. 4 

That the executive budget continue to be based upon functions, ac- 
tivities, and projects adequately supported by information on program 
costs and accomplishment, and by a review of performance by organi- 
zational units where these do not coincide with performance budget 
classifications. 


Recommendation No. 5 


That the agencies take further steps to synchronize their organiza- 
tion structures, budget classifications, and accounting systems. 


Recommendation No. 6 


That executive agency budgets be formulated and administered on a 
cost basis. 
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RECOMMENDATIONS RELATING TO RESTORATION OF CONGRESSIONAL CONTROL 
OF THE PURSE (PART IV COMMISSION REPORT) 


Recommendation No.7 


That the executive Hodges and congressional appropriations be in 
terms of estimated annual accrued expenditures, namely charges for 
the cost of goods and services estimated to be received. 


Recommendation No. 8 

That legislation permitting the Government to continuing expendi- 
tures for special programs which are not susceptible to the usual 
budgetary control ordinarily be enacted for a limited term in order 
to require periodic congressional review of their usefulness. 


Recommendation No.9 


That the Bureau of the Budget keep such programs under continuing 
review, and the President’s budget contemplate amendments to them 
when their operation conflicts with current budgetary policy. 


RECOMMENDATIONS RELATING TO ORGANIZATION FOR ACCOUNTING IN THE 
EXECUTIVE BRANCH (PART V, COMMISSION REPORT ) 


Recommendation No. 10 


That there be established under the Director of the Bureau of the 
Budget a new staff office of accounting headed by an assistant director 
for accounting, with powers and duties as follows: 

(2) 'To develop and promulgate an overall plan for accounting and 
reporting, consistent with broad policies and standards prescribed by 
the Comptroller General. These broad policies and standards should 
continue to be developed in cooperation with the executive branch. 

(6) To expedite, guide, and assist in the introduction of modern 
accounting methods in the executive agencies consistent with the 
overall plan. 

(c) To set reasonable but definite time schedules for performance 
and to watch progress. 

(d) To stimulate the building of competent accounting and auditing 
organizations in the executive agencies and to assist actively in the 
selection, training, and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect 
to the status of accounting in each of the executive agencies. 


Recommendation No. 11 


That as an aid to financial management the position of comptroller 
be established in the principal agencies and major subdivisions thereof 
embracing the following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency 
of adequate accounting and auditing systems and procedures in con- 
formity with the provisions of the Budget and Accounting Pro- 
cedures Act of 1950. 

(6) To direct the recruitment, training, and development of quali- 
fied accounting personnel. 

(c) To develop and be responsible for reliable and informative 
financial reports for: (1) Internal management purposes; and (2) for 
issue to the Congress and other executive departments or agencies. 
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(d) To interpret and advise upon significant aspects of the finan- 
cial reports. 

(e) To direct the preparation, and review execution of budgets 
prepared at operating levels for the information of top management 
which is responsible for budget policies. 


Recommendation No. 12 


That the selection of agency comptrollers and the building of com- 
petent accounting organizations in the executive agencies through the 
selection, training, and retention of capable per sonnel be an important 
phase of the guidance and help to be given by the assistant director for 
accounting in the Bureau of the Buc dget. 


RECOMMENDATIONS RELATING TO ACCOUNTING PROCEDURES IN EXECUTIVE 
AGENCIES (PART VI COMMISSION REPORT) 


Recommendation No. 13 


That the allotment system be greatly simplified. As an objective 
each operating unit should be financed from a single allotment for 
each appropriation involved in its operations. 


Recommendation No. 14 
That Government accounts be kept on the accrual basis to show cur- 
rently, completely, and clearly all resources and liabilities, and the 


cost of operations. Furthermore, agency budgeting and financial re- 
porting should be developed from such accrual accounting. 


Recommendation No. 16 


That after appropriate acrual and cost accounting techniques have 
been established by the Government agencies, the creation or continu- 
ation of revolving funds should be reviewed to determine whether 
they will add to efficient management. 


Recommendation No. 16 


That the executive agencies accelerate the installation of adequate 
monetary property accounting records as an integral part of their 
accounting systems. 


Recommendation No. 17 


That each department and agency be authorized to maintain a sin- 
gle account under each appropriation title or fund for controlling the 
amount available for the liquidation of valid obligations. 


Recommendation No. 18 


That vouchers which are otherwise valid but as to which appropria- 
tions have lapsed should not be referred as “claims” to the General 
Accounting Office, but should be settled within the agencies. 


Recommendation No. 19 


That the Comptroller General be given the authority to relieve ac- 
countable officers of financial lis ability except where losses result from 
their gross negligence or fraud. 
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RECOMMENDATIONS RELATING TO CENTRAL ACCOUNTING AND REPORTING 
(PART VII COMMISSION REPORT) 


Recommendation No. 20 


That the Bureau of the Budget and General Accounting Office make 
a study to determine what can be done to eliminate (a) duplicate 
accounts within the Treasury Department, and (b) duplicate account- 
ing as between the Treasury Department and the various departments 
and agencies. 


Recommendation No. 21 


That increased and continuing emphasis be placed upon the review 
and modernization of central fiscal reports by the Treasury Depart- 
ment to the end that they may meet the changing requirements of the 
executive branch, the Congress, and the public. These fiscal reports 
should show the Government’s cash position and related cash trans- 
actions. 


Recommendation No. 22 


That Congress consider amending the Budget and Accounting Pro- 
cedures Act of 1950 to make the Bureau of the Budget responsible for 
developing comprehensive reports (other than purely fiscal reports) 
showing the financial results of the activities of the Government as 
a whole and of its major component activities. 


RECOMMENDATIONS RELATING TO THE DEPARTMENT OF DEFENSE (PART VIII 
COMMISSION REPORT) 


Recommendation No. 23 


That in selecting individuals for comptrollership, civilians with 
broad management and accounting experience and competence be 
appointed. 


Recommendation No. 24 


That the comptrollers in the military departments be responsible 
only to the Secretary of their respective services, and that concurrent 
responsibility to a chief of staff or equivalent be discontinued. 


RECOMMENDATIONS RELATING TO AUDITING AND THE GENERAL ACCOUNTING 
OFFICE (PART IX COMMISSION REPORT) 


Recommendation No. 25 


That the Bureau of the Budget and the General Accounting Office 
be requested to make an intensive study to determine the adequacy of 
internal auditing in Government agencies and what steps should be 
taken to improve it. 








EXHIBITS 


ExHIBIT A 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, October 26, 1955. 
Hon. Wiiti1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. CHAIRMAN: This is in response to your request of August 18, 1955, 
for our views on the recommendations contained in the budget and account- 
ing report of the Hoover Commission. Your request was previously acknowl- 
edged on August 19, 1955. 

For your convenience, we have listed each of the recommendations immedi- 
ately preceding our comments in the attached statement. In response to your 
specific inquiry concerning economies and efficiencies in budgetary control, we 
wish to call your attention particularly to our comments on cost based budget- 
ing (recommendations Nos. 3 to 6, inclusive) and congressional appropriations 
in terms of estimated annual accrued expenditures (recommendation No. 7), 
We believe these recommendations, if successfully carried out, offer substan- 
tial opportunities for improved financial management in the executive branch 
and more effective congressional control. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


STATEMENT SETTING FoRTH THE VIEWS OF THE COMPTROLLER GENERAL OF THE 
BUDGET AND ACCOUNTING REPORT OF THE HOOVER COMMISSION 


PART II. THE BUREAU OF THE BUDGET 


Recommendation No. 1 

(a) That the Bureau of the Budget expand and make more effective the dis- 
charge of its managerial and budgeting functions ; 

(b) That in order to do this, among other things, it should place in important 
agencies one or more well qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget prepara- 
tion and administration and other facets of the Bureau’s managerial responsi- 
bilities ; and 

(c) If necessary, the Congress should increase the resources of the Bureau 
of the Budget for that purpose. 

These recommendations pertain to the operations of the Buzeau of the Budget 
in the discharge of its own responsibilities and primarily involve management 
decisions affecting that Bureau. We believe these are matters that can best 
be determined by the Bureau and the Congress and, accordingly, we offer no 
specific views in the matter. 


Recommendation No. 2 


That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies’ reports and other 
available information, the Bureau should prepare for the President an annual 
report on performance for the executive branch as a whole. 


Recommendation No. 3 


That for management purposes, cost based operating budgets be used to de- 
termine fund allocations within the agencies, such budgets to be supplemented 
by periodic reports on performance. 
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Executive agencies must necessarily submit a great deal of information to 
the Bureau of the Budget in carrying out the several steps of the cycle consti- 
tuting the total budgetary processes, beginning with the submission of pre- 
liminary estimates and following through to the apportionment and monthly 
reporting processes. We believe that these data will be substantially more 
meaningful if cost based operating budgets are used for management purposes 
as proposed in Recommendation No. 3. This will permit periodic reports on 
accomplishments or performance to be related to budgets in terms of costs, the 
advantages of which are discussed more fully under Recommendations 4 to 6, 
inclusive. 

We believe the President should be kept informed in a timely manner of 
significant factors relating to the operating agencies of the executive branch. 
The annual consideration of the budget of each agency serves as the basis for 
a review of operations. While the type of annual report intended under 
Recommendition No. 2 is not entirely clear, the desirability of a separate report 
for the executive branch as a whole seems questionable. We are inclined to 
think that the total Government area is so broad that information and evaluation 
is ordinarily most meaningful at the major program or bureau level. 


PART III. THE PERFORMANCE (OR PROGRAM) BUDGET 


Recommendation No. 4 

That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accomplish- 
ment, and by a review of performance by organizational units where these do 
not coincide with performance budget classifications. 


Recommendation No. 5 


That the agencies take further steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems. 


Recommendation No. 6 


That executive agency budgets be formulated and administered on a cost basis. 

We believe the ideas contained in the foregoing recommendations, if effectively 
practiced, would offer a great opportunity for improvement in the financial 
management of executive agencies. The background discussion and explanation 
for the recommendations contained in the report of the Commission and its task 
force need not be repeated here. 

Stated in summary fashion the more important advantages are: 

1. Cost data (based on man-days worked, materials used, etc.) can be 
directly related to work accomplished in prior periods and offers a basis 
for comparison with proposed plans. 

2. A proposed work plan (budget) stated in terms of costs (total resources 
to be consumed) can be realistically evaluated against new money require- 
ments by taking into consideration inventories and other resources on order 
and on hand at the beginning and those resources to be carried over for 
use in subsequent periods. 

8. Cost data can be related to the responsibilities of each segment of the 

organization and its accomplishments. 

‘4. Cost budgeting permits maximum opportunity for exercise of manage- 
ment initiative and precludes need for rigid fund control (on a detailed 
basis) with its deadening influence. 

The primary advantage of budgeting on a cost basis to both management and 
the Congress is that total resources to be used (on hand, on order, and to be 
procured) are reviewed rather than limiting the budget review processes to new 
money in the form of an appropriation request. In terms of numbers of activ- 
ities or appropriations, there is a relatively close relationship between obligations, 
expenditures, and costs in those many operations primarily concerned with 
personal services. On the other hand, dollar-wise, the greatest significance 
attaches to those appropriations relatively few in number but which provide 
for operations involving vast quantities of materials and physical assets. Major 
procurement, construction, and research and development ordinarily fall in the 
latter category and it is in these areas that budgeting on a cost basis would 
produce major savings, although its adoption would improve financial manage- 
ment in many other areas to a lesser degree. 

It should be noted that agency budgets can be formulated and administered 
on a cost basis under present practices of stating appropriation authorizations 
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on an obligation basis and this is currently being done in some cases. The cost 
presentation is confined to the justification material in the greater number of 
such instances. However, the impetus to furnish cost data to the Congress 
would be greatly enhanced by teaming up the cost based budget with the pro- 
posal for stating appropriations on an accrued expenditure basis as proposed in 
recommendation No. 7 inasmuch as this provides the best opportunity for im- 
proved correlation of programming, budgeting, and accounting. 


PART IV. RESTORATION OF CONGRESSIONAL CONTROL OF THE PURSE 


Recommendation No. 7 


That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 

Congressional control of costs and expenditures can only be achieved by the 
maximum utilization of many tools. Budgeting on a cost basis and placing the 
executive budget and congressional appropriations on the basis of annual accrued 
expenditures can be made important tools for the Congress if effectively installed. 

The basic need of the Congress is adequate factual data as a basis for decision 
making. The facts furnished to the Congress can be no better than those 
available to the management for its own purposes, that is, the needs of the two 
for financial and operating data, although differing as to extent of detail, are 
entirely compatible. It seems reasonable to conclude that the best basic approach 
to a review of the budget is one which provides for (1) consideration of a 
proposed work plan or program to be accomplished, (2) what was accomplished 
in preceding periods and (3) costs for both in terms of total resources consumed. 
With this point of departure the budget can then be assessed in terms of (a) costs 
to be incurred, (b) resources already available in terms of inventories, etc., 
plus carried-over funds, and (c) new money or authority needed. The essential 
difference in this approach, which ties in with the recommendations for cost 
budgets and accrued expenditure appropriations, as contrasted with present 
practices based on appropriations stated in terms of obligation authority is the 
degree of emphasis which the latter places on new money rather than total 
resources to be consumed and the extent of resources already available. 

In the operations concerned primarily with salaries and travel expense 
the time relationship between the creation of an obligation and an expendi- 
ture is relatively short. Under such circumstances, resources available other 
than new money are ordinarily of no great significance and there is ordinarily 
a rather direct correlation between obligations, expenditures and costs. These 
are the operations which represent the larger group in terms of numbers but 
represent the less significant portion of the budget from a dollar standpoint. 
In the area of operations where long lead-time is characteristic such as, major 
procurement, construction and research and development, which represent 
the greater dollar portion of the budget, obligation, and expenditure data have 
their greatest limitations for both Congress and management. 

The advantages of placing appropriations on an accrued expenditure basis are 
both tangible and intangible. The annual budget surplus or deficit is deter- 
mined on the basis of expenditures. Establishing a direct correlation between 
annual appropriations and expenditures vests in the Congress a much greater 
opportunity to control the level of operations during a particular budget year. 
This would mean the elimination of the vast carry-over balances now available 
for expenditure at the discretion of the executive agencies. The present situa- 
tion with respect to available balances stems from the fact that congressional 
control through appropriation authorizations and Budget Bureau control 
through apportionments are both stated in terms of authority to obligate rather 
than budgeted work plans for the cost of goods and services estimated to 
be received. 

On the intangible side, it has often been pointed out that there is, perhaps, an 
unavoidable implication that funds which have not been obligated are either 
not needed or are available in lieu of new money. This, of course, is a fal- 
lacious assumption when total authority is granted in a lump sum initially for 
activities involving long lead-time such as ship construction. Nevertheless, 
attention may well be diverted from the question of accomplishments at mini- 
mum cost over the period of the program to the one of almost sole emphasis on 
the amount of new money being requested. In the past, it has sometimes been 
said that expenditures are the inevitable result of granting obligation authority 
with the attendant implication that once having granted obligation authority 
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all opportunity for subsequent adjustment is lost. An examination of present 
day practices in the long lead-time area (procurement, construction and re- 
search and development) demonstrates the obvious fallacy of this reasoning 
as evidenced by the extensive reprograming, multitudinous changes in engi- 
neering plans and specifications during the period of production of many items 
and other similar factors. Because of these inherent factors in the operations 
involved, cost budgets, teamed with appropriations on an accrued expenditure 
basis, would require a type of continuing budget presentation that would bring 
out the adequacy of management planning or the lack of it and give the Con- 
gress an opportunity to have a voice in setting the level of operations from year 
to year. 

It is inherent in the recommendations under discussion that congressional 
authority be granted for the advance planning which necessarily precedes the 
phase of operations covered in an annual accrued expenditure budget. In the 
past, this authority has been termed contract authorizations but it is a signifi- 
cant fact that heretofore both contract authorizations and subsequent appropria- 
tions were stated in terms of obligational authority whereas under the recom- 
mendations herein being considered only the initial authorization would be stated 
in terms of the broad and difficult to apply concept of obligations whereas annual 
authority could be stated much more definitely in terms of accrued expenditures 
because of the time factor. It is essential that the initial authority which may 
cover a forward period, sometimes as great as five years or more, be in the most 
flexible terms and requests for such authority obviously cannot be supported 
with detailed plans. On the other hand, as these plans take shape in succeeding 
years much more precise planning and authorizations are practical when stated 
in terms of accrued expenditures. Thus, the current recommendations are not, 
nor need not be, viewed as a return to prior practices during the period when 
contract authorizations were prevalent and significant weaknesses were apparent. 

In view of the substantial changes that would be required to place into effect 
the recommendations for cost budgeting and appropriations on an accrued ex- 
penditure basis, it is believed that it is essential to approach such a change on the 
basis of individual programs or appropriations rather than any sweeping across- 
the-board plan. First of all, the successful use of these practices presumes a 
basic foundation of adequate accounting and the ability to program effectively. 
These fundamentals do not exist in a number of significant areas. To endeavor 
to adopt the proposals before the groundwork is laid for them could only lead 
to confusion and unsatisfactory results. Moreover, the greatest advantages to 
be attained are in the major procurement, construction and research and develop- 
ment areas. These appropriations are relatively few in number and it is logical 
to prove the value to Congress and the executive branch of the revised practices 
in such areas before extending the practices governmentwide in the areas where 
the advantages to be gained are significantly less. If this approach is adopted, 
the selection of areas to be converted should be a matter of mutual determination 
between the Congress, the Budget Bureau, and the individual agency. In a 
change of this magnitude, there is little to be gained and much to be lost by 
making uniformity across-the-board the criteria for adoption. 


Recommendation No. 8 

That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
narily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 


Recommendation No. 9 

That the Bureau of the Budget keep such programs under continuing review, 
and the President’s budget contemplate amendments to them when their oper- 
ation conflicts with current budgetary policy. 

The foregoing recommendations are primarily matters of policy for consid- 
eration of the Congress. In some instances, there may well be overriding con- 
siderations involving public policy. In general, the recommendations are con- 
sistent with the objective of strengthening congressional control and, if adopted, 
should prove helpful to that end. 
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PART V. ORGANIZATION FOR ACCOUNTING IN THE EXECUTIVE BRANCH 


Recommendation No. 10 


That there be established under the Director of the Bureau of the Budget a 
new staff office of accounting headed by an assistant director for accounting, 
with powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and report- 
ing, consistent with broad policies and standards prescribed by the Comp- 
troller General. These broad policies and standards should continue to be 
developed in cooperation with the executive branch. 

(b) To expedite, guide, and assist in the introduction of modern accounting 
methods in the executive agencies consistent with the overall plan. 

(c) To set reaonable but definite time schedules for performance and to 
watch progress. 

(d) To stimulate the building of competent accounting and auditinz 
organizations in the executive agencies and to assist actively in the selection, 
training and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencies. 

The objective of this recommendation, as we understand it, is to afford a 
means by which the executive branch can more effectively meet its responsibili- 
ties to stimulate improvements in accounting. The recommendation recognizes 
a need for continuing joint action of the executive and legislative branches as 
now provided for under the joint program for improving accounting in the 
Federal Government. As the Committee on Government Operations is well 
aware, through its activities in connection with the Budget and Accounting Pro- 
cedures Act of 1950, that statute recognized the coordinate responsibilities of 
agency management, the Secretary of the Treasury, the Director of the Bureau 
of the Budget and the Comptroller General, for making continuing improve- 
ments in the financial management of Federal Government activities. 

In its accounting and reporting provisions the statute clearly places responsi- 
bility upon the Comptroller General for principles, standards and related re- 
quirements; directs the General Accounting Office to cooperate with the execu- 
tive agencies in the development of their accounting systems and to approve them 
when deemed by the Comptroller General to be adequate and in conformity with 
the principles, standards and related requirements prescribed by him; and 
places upon the General Accounting Office the responsibility for the review of 
accounting systems of the executive agencies. As recognized in the report of 
the Hoover Commission on Budget and Accounting, the Comptroller General 
has equipped himself to carry out these responsibilities through the exercise of 
his accounting systems function. Particular stress in the report is laid upon 
the excellent cooperation developed between the General Accounting Office and 
the executive agencies. No diminution or change in this cooperative working 
relationship between the General Accounting Office and the executive agencies 
is contemplated, nor do we presume that any change is intended or implied by 
the recommendations under discussion. 

Within the executive branch the head of each executive agency is assigned 
the responsibility by section 113 (a) of the Budget and Accounting Procedures 
Act of 1950 of establishing and maintaining adequate systems of accounting 
and internal control in conformity with the principles, standards, and related 
requirements prescribed by the Comptroller General as referred to therein. 
It is our view that primary reliance must, of necessity, continue to be placed 
upon the head of each executive agency because of the fact that accounting is 
an integral part of total management responsibility and any effort to obtain 
improvements must have the full support of agency management to be suc- 
cessful. However, the added emphasis on getting the job done government- 
wide, contemplated by the above recommendation, could be very helpful in 
expediting progress if appropriately carried out. Such an effort need in no 
way be exercised in a manner inconsistent with the joint accounting improve 
ment program carried on jointly by the Secretary of the Treasury, the Director 
of the Bureau of the Budget, and the Comptroller General of the United States 
for the last several years. The essence of this arrangement is the recognition 
of the fact that each of the central agencies concerned, along with individual. 
executive agencies, has a part to play in the total operation and that the desired 
results can only be achieved through joint efforts carried out with mutual 
respect for the responsibilities of each. 
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Recommendation No. 11 


That as'an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions; 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity with 
the provisions of the Budget and Accounting Procedures Act of 1950, 

(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

(c) To develop and be responsible for reliable and informative financial 
reports for: (1) Internal management purposes; and (2) for issue to the 
Congress and other executive departments or agencies, 

(d) To direct the preparation, and review execution of budgets prepared at 
operating levels for the information of top management which is responsi- 
ble for budget policies. 

We endorse the emphasis placed on the financial management function in each 
executive agency which is the apparent objective of this recommendation. How- 
ever, because of the wide divergence in size, functions, and existing organizational 
patterns in the many executive agencies, it is doubted that any single pattern of 
organization will fit all agencies. In the final analysis the responsibility for fi- 
nancial management must necessarily rest upon the head of each executive 
agency as a part of his total management responsibility. This has been made 
abundantly clear as a matter of statute in section 113 (a) of the Budget and 
Accounting Procedures Act of 1950, previously referred to above. 


Recommendation No. 12 

That the selection of agency comptrollers and the building of competent ac- 
counting organizations in the executive agencies through the selection, training, 
and retention of capable personnel be an important phase of the guidance and 
help to be given by the assistant director for accounting in the Bureau of the 
Budget. 

This recommendation is one facet of the larger problems commented upon in 
connection with the two preceding recommendations and is covered by our 
previous comments. 


PART VI. ACCOUNTING PROCEDURES IN EXECUTIVE AGENCIES 


Recommendation No. 18 


That the allotment system be greatly simplified. As an objective each oper- 
ating unit should be financed from a single allotment for each appropriation 
involved in its operations. 

We emphatically endorse this recommendation. The unwarranted subdivision 
of funds is one of the greatest deterrents to improved financial management at 
the present time. However, it is likely that only when adequate accounting 
systems which can provide costs as a basis for operating control have been 
installed will administrators be willing to forego the type of control associated 
with many present allotment systems. The answer to this problem lies in better 
programing tied in with improved accounting through the development of 
budgets based on costs. 


Recommendation No. 14 

That Government accounts be kept on the accrual basis to show currently, 
completely, and clearly all resources and liabilities, and the costs of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 

We endorse this recommendation as one facet which is essential to the ac- 
complishment of the objectives set forth in a number of the other recommenda- 
tions concerned with improved budgeting and accounting. Experience under 
the joint accounting improvement program clearly indicates that the accrual 
basis, when applied to significant items, is a major factor in providing better 
control over resources and liabilities and is an essential element in obtaining 
adequate cost data. As indicated in the report of the Commission, the General 
Accounting Office statement of accounting principles provides for the appropriate 
use of the accrual basis. 


Recommendation No, 15 


That after appropriate accrual and cost accounting techniques have been 
established by the Government agencies, the creation or continuation of revolving 
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funds should be reviewed to determine whether they will add to efficient 
management. 

The significant contribution which revolving funds have made as an expedient 
to localize an area for intensive effort to improve financial management is well 
known. It is important, however, to recognize that the establishment of the 
revolving fund method of financing has definite limitations in its applicability to 
Government cperations. We do not regard it as a condition precedent to estab- 
lishing financial management on a cost basis. Most Government programs will 
undoubtedly always be financed in whole or in part by the Congress through 
annual appropriations. Experience has proved that financing through appro- 
priations need place no real obstacles in the way of the development of a single 
integrated system of programing, budgeting, accounting, and reporting on a 
full-cost basis. Accordingly, revolving fund financing should be regarded as a 
supplementary device applicable or useful in particular situations within this 
broader concept. For this reason, we agree that it would be desirable to review 
operations carried on under revolving funds to determine whether or not this 
method of financing adds to the opportunity for efficient management. 
Recommendation No. 16 

That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting systems 

We endorse this recommenadtion for the reason that adequate monetary 
property accounting records, as an integral part of accounting systems, are 
essential to several other recommendations such as, accrual accounting, cost 
budgeting, ete., as well as the specific advantages to management which will 
result from adequate financial accounting for property. 


Recommendation No. 17 


That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 


Recommendation No. 18 
That vouchers which are otherwise valid but as to which appropriations have 


lapsed should not be referred as “claims” to the General Accounting Office, but 
should be settled within the agencies. 

We endorse the objectives of these recommendations and are engaged with the 
other agencies concerned in developing a specific legislative proposal for the 
consideration of the Congress. 


Recommendation No. 19 

That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negli- 
gence or fraud. 

Since the time that this recommendation was developed by the task force 
and adopted by the Commission the situation has changed to the following 
extent : 

1. The Congress enacted Public Law 365, 84th Congress, approved August 11, 
1955, 69 Stat. 687, which provides permanent authority for the Comptroller Gen- 
eral to relieve disbursing officers in cases where the making of any illegal, im- 
proper or incorrect payment was not the result of bad faith or lack of due care 
on the disbursing officer’s part. This legislation is similar to the act of De- 
cember 29, 1241, 55 Stat. 875, which authorizes the Comptroller General to re- 
lieve certifying officers under similar circumstances, 

2. The Congress enacted Public Law 334, 84th Congress, approved August 
D, 1955, 69 Stat. 626, amending the act of August 1, 1947, 61 Stat, 720, authorizing 
the General Accounting Office to grant full relief to accountable officers for a 
physical loss or deficiency of Government funds, vouchers, records, checks, 
securities or papers in their charge where no fault or negligence on the part of 
such oflicers is involved. 

3. Under Public Law 147, 84th Congress, approved July 12, 1955, 69 Stat. 295, 
it is expected that the bulk of deceased military pay cases formerly required by 
law to be settled by this office, will be settled administratively. Moreover, the 
Department of Defense has recently been authorized and encouraged to adjust 
many types of claims and accounts which formerly were required to be for- 
warded to the General Accounting Office for direct settlement even though no 
real doubtful question was involved. 
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In addition to the legislation described above, there have been significant im- 
provements in the accounting of the administrative agencies through cooperative 
efforts under the joint program to improve accounting in the Federal Govern- 
ment which has, in turn, made possible significant changes in audit procedures 
consistent with the declaration of policy contained in section 111 of the Budget 
and Accounting Procedures Act of 1950. Further, auditing at the site where 
administrative accounts and records are kept has reduced materially the number 
of cases in which it has been necessary to state exceptions against accountable 
officers’ accounts pending receipt of adequate information to warrant removal 
of the exceptions by this office. 

Although the constructive steps referred to above have and will do much, 
to improve the processes used as background for the recommendation, this office 
is not in agreement with the apparent objective of the recommendation that 
accountable officers be relieved of financial liability except where losses result 
from gross negligence or fraud. It is our view that accountable officers should 
be held responsible for payments in violation of specific provisions of law, in 
contravention of regulations of the administrative agency, or contrary to deci- 
sions of the Comptroller General issued for the guidance of accountable officers, 
except in situations where such payments are ‘* * * not the result of bad faith 
or lack of due care * * *”, the standard laid down in Public Law 365. This 
is a standard we believe more conducive to sound public administration than 
one requiring demonstrated evidence that “gross negligence or fraud’ was 
involved. 

PART VII. CENTRAL ACCOUNTING AND REPORTING 


Recommendation No. 20 


That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate: (@) Duplicate accounts within the 
Treasury Department; and (b) duplicate accounting as between the Treasury 
Department and the various departments and agencies. 

The General Accounting Office is in complete accord with the objective of the 
recommendation. Provision has been made effective with operations beginning 
July 1, 1955, for the operation of an integrated system among the different 
agencies which handle the cash transactions of the Government. A final link 
in the chain of improvements and simplifications in this area was provided by 
the joint action of the Comptroller General and the Secretary of the Treasury 
in the revision of Joint Regulation No. 4 and Treasury Circular No. 945 to 
permit authorized disburbing officers to draw checks on the general account of 
the Treasurer of the United States without the use of intermediate checking 
accounts with funded balances. Thus, the former elaborate system of advices, 
checks and deposits required to maintain funded balances in checking accounts 
for each disbursing officer was eliminated and complete responsibility for con- 
trol of appropriations and fund expenditures was assumed by the administrative 
agencies. 

Additionally, a further improvement over the former system was effected by 
providing within the framework of the central accounts certain basic financial 
data needed to anchor the receipts and expenditures of the Government to the 
cash in the Treasury. Provision was made in the central accounts for reflecting 
the amounts of: (a) Total checks outstanding, i. e., those issued which have not 
yet been paid by the Treasurer; (b) deposits in transit between Government 
agencies and Federal depositaries; and (c) the amount of cash held by Govern- 
ment officers outside the Treasurer’s general account. These important items 
of assets and liabilities have not heretofore been a matter of central record in 
the Government's books and were considered to be major deficiencies in the 
proper disclosure of the Government’s financial position. 

Present plans as a result of the continuous study being made under the joint 
accounting improvement program include provision for eliminating the duplica- 
tion of public debt accounts which now exists within the Treasury Department. 
As soon as it can be demonstrated that each administrative agency can report 
accurately and timely in such detail as to support the control accounts that are 
planned in the revised central accounts of the Treasury, consideration will be 
given to eliminating the maintenance of individual appropriation and receipt 
accounts in the Treasury central accounts. The revised reporting procedures 
for disbursing officers which were adopted July 1, 1955, are considered the first 
step toward testing the advisability and possibility of eliminating the detailed 
appropriation, fund, and receipt accounts in the Treasury. 
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It is significant that in a great number of cases, the present laws contain 
specific provisions for the maintenance of detailed accounts in the Treasury, 
even though it is obvious that the administrative agency concerned must also 
maintain the same detailed accounts to properly manage its program. As work 
progresses under this joint effort, needed changes in legislation will be identified 
and proposed. Present actions under the joint accounting improvement program 
are designed to expedite the atainment of the objectives of the recommendation 
at the earliest practicable date. 


Recommendation No. 21 


That increased and continuing emphasis be placed upon the review and 
modernization of central fiscal reports by the Treasury Department to the end 
that they may need the changing requirements of the executive branch, the Con- 
gress, and the public. These fiscal reports should show the Government’s cash 
position and related cash transactions. 

Recommendation No. 22 

That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing compre- 
hensive reports (other than purely fiscal reports) showing the financial results 
of the activities of the Government as a whole and of its major component 
activities. 

The objective of full disclosure of the financial results of the activities of the 
Government in a manner most useful to the executive branch, the Congress, 
and the public is fully endorsed by the General Accounting Office. The executive 
agency to be responsible for developing comprehensive financial reports is a 
matter for determination by the executive branch with the consent of the Con 
cress and we offer no specific comment on this point. 

Recommendation No, 21 refers to the incompleteness of the Treasury’s annua! 
combined statement in the area of cash held by Government officers outside the 
Treasurer’s account, checks outstanding, information pertaining to the public 
debt, and trust and deposit liabilities. System revisions and procedural changes 
which were being developed and installed during the survey of the task force, 
now provide for the inclusion of data covering outstanding checks, undeposited 
collections, deposits in transit, and cash held by Government officers outside the 
Treasurer’s account in the combined statement. 

Although adequate central reporting can only be achieved after agency account- 
ing systems, maintained on an accrual basis, have been developed sufficiently to 
provide reliable and concise financial data susceptible of consolidation, a compre- 
hensive program to develop central reporting should be given a high priority and 
should be aggressively conducted by the executive branch. Such a program 
should also provide for an increased and continuing review as to the usefulness 
of the present published data. There is underway at the present time a project 
under the joint program of the Bureau of the Budget, Treasury Department, and 
General Accounting Office to improve the system of reporting the assets, 
liabilities, and financial transactions of all revolving fund operations and 
selected commercial-type enterprises. A draft of a Treasury regulation to re- 
place existing instruction has been reviewed by all agencies of the Government 
and the reconciliation of the various views and comments should be completed 
shortly so that the regulation can become effective. This reporting requirement 
is tied in very closely to the requirements for reporting by these business-type 
enterprises under the budget process to enable the Bureau of the Budget and 
others concerned to compare financial progress of agency programs throughout 
the year against their budget estimates. This type of reporting will also fulfill 
a long recognized need for central financial statements reflecting the assets and 
liabilities of a large segment of the Government’s operations. 


PART VIIT. THE DEPARTMENT OF DEFENSI 


Recommendation No, 23 

That in selecting individuals for comptrollership, civilians with broad manage- 
ment and accounting experience and competence be appointed. 
Recommendation No. 24 


That the comptrollers in the military departments be responsible only to the 
Secretary of their respective services, and that concurrent responsibility to a 
chief of staff or equivalent be discontinued. 
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We endorse the underlying objective of assuring competence of the individuals 
on whom responsibility for leadership in financial management is placed. With 
respect to the organizational implications contained in the recommendations, we 
believe that for the same reasons discussed under Recommendation No. 11 that 
the financial management function must be integrated with total management 
responsibilities in a manner consistent with the assignment of such responsibilites 
within the organization. 


PART IX. AUDITING AND THE GENERAL ACCOUNTING OFFICE 


Recommendation No. 25 


That the Bureau of the Budget and the General Accounting Office be requested 
to make an intensive study to determine the adequacy of internal auditing in 
Government agencies and what steps should be taken to improve it. 

As a regular part of its comprehensive audit program and in the discharge of its 
accounting systems responsibilities, the General Accounting Office is continuously 
studying the adequacy of internal audit in Government agencies. Recommenda 
tions designed to improve the quality and effectiveness of their internal audit 
programs are made to heads of agencies, where appropriate. The results of these 
efforts are made available to the Congress through our regular reporting prov- 
esses but we would be placed to cooperate with the Congress in any special effort 
having as its objective the improvement of internal auditing and which would 
lend impetus thereto. 


Exutisbir B 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., February 20, 1956. 
Hon. WiLit1AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your letter of February 2, 1956, 
requesting the comments of this Bureau on the recommendations contained in 
the report on budget and accounting of the Hoover Commission on Organization 
of the Executive Branch of the Government. 

In response to your original inquiry on this subject, we informed you last 
August that we were awaiting the views of the executive agencies upon the 
proposals made in this report before formulating our own positions with regard 
to them. Since then we have received and analyzed the agencies’ comments and 
have completed our review of most of the recommendations contained in the 
report. There are a few of the recommendations, however, upon which for 
various reasons, as indicated below in our comments on each recommendation, 
we are as yet unable to express a definite opinion. With regard to those recom- 
mendations, we hope that we will be in position to supply you with our views 
by the time you hold your hearings next month. 

Our comments on each recommendation contained in the report on budget and 
accounting are set forth below. 


Recommendation No. 1 


“(a) That the Bureau of the Budget expand and make more effective the 
discharge of its managerial and budgeting functions; 

“(b) That in order to do this, among other things, it should place in important 
agencies one or more well qualified employees whose duties should include 
continuous year-round review, at the site of the agency, of agency budget prepa- 
ration and administration and other facets of the Bureau’s managerial respon- 
sibilities; and 

“(c) If necessary, the Congress should increase the resources of the Bureau 
of the Budget for that purpose.” 

This is a broad recommendation, affecting practically every aspect of the work 
of this Bureau. It is not only related to other specific recommendations in the 
budget and accounting report but also to recommendations contained in a number 
of other reports of the Commission, for example those reports dealing with 
general services matters and with paperwork management. The determination 
of the full implications of the recommendation requires the most careful scrutiny 
of the present organization, programs, and resources of this Bureau and of its 
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relationships to the executive departments and agencies as well as the other 
components of the Executive Office of the President. Such a careful review is 
under way but is not yet complete. Consequently, we are not in position to offer 
specific comments upon this recommendation at this time. 


Recommendation No. 2 


That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies’ reports and other 
«available information, the Bureau should prepare for the President an annual 
report on performance for the executive branch as a whole. 

Several alternative approaches have been suggested as to the manner of carry- 
ing out this recommendation. They are being studied in connection with the 
review referred to in our comments on Recommendation No. 1. Until that 
review is completed, we will not be in position to supply you with specific com- 
ments upon this recommendation. 


Recommendation No, 3 


That for management purposes, cost based operating budgets be used to deter- 
mine fund allocations within the agencies, such budgets to be supplemented by 
periodic reports on performance. 

The agencies which have leadership responsibility for the joint accounting 
program—the General Accounting Office, Treasury Department, and Bureau of 
the Budget—consistently advocate the use of these techniques as useful tools 
for management and control of agency operations. The rate of progress toward 
further use of cost-based operating budgets is dependent in part upon the prog- 
ress in installing and perfecting agency budget and accounting systems which 
provide cost information. As I am sure you are aware, the size and complexity 
of the operations of the Government are such that the full implementation of 
this recommendation is a long-range matter. 


Recommendation No. 4 


That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accomplish- 
ment, and by a review of performance by organizational units where these do 
not coincide with performance budget classifications. 

The executive budget is now presented on the basis of functions, activities, 
and projects as recommended by the first Hoover Commission. We are contin- 
uously striving to improve and refine the presentation on this basis. For the 
past 2 years we have required agencies that have accrual accounting systems 
to submit statements on the cost basis as part of their budget justification mate- 
rials. We intend to put further emphasis on the development of better infor- 
mation on accomplishments and performance in relation to costs. The addi- 
tional step of presenting budgets on the cost basis in the budget document, where 
agencies have an accrual accounting system, will require further discussion with 
the Appropriations Committees of the Congress. 


Recommendation No, 5 

That the agencies take futher steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems. 

We are in agreement with this recommendation and are giving the matter 
continuing attention as a part of the budget process and under the joint account 
ing program. 

Recommendation No. 6 

That executive agency budgets be formulated and administered on a cost basis. 

Our comments on Recommendations Nos. 3 and 4 are also applicable to this 
recommendation. 


vy 


Recommendation No. 7 

That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 

This recommendation involves the Congress as well as the executive branch. 
It raises numerous policy as well as technical issues. Our study of it has not 
been completed and we are therefore unable to supply you with any specific 

iews regarding it at this time. 
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Recommendation No. 8 

That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
narily be enacted for a limited terms in order to require periodic congressional 
review of their usefulness. 

This recommendation appears to be directed more to the Congress than the 
executive branch. We agree with the Commission as to the need for periodic 
review of such programs and bear it in mind in considering our recommenda- 
tions pertaining to proposed new legislation. ’ 


Recommendation No. 9 


That the Bureau of the Budget keep such programs under continuing review, 
and the President’s budget contemplate amendments to them when their opera- 
tion conflicts with current budgetary policy. 

With respect to the first part of this recommendation, the Bureau of the Budget 
keeps all programs under continuous review, including the types of programs 
referred to in the recommendation. With respect to the second part of the 
recommendation, the President’s budget from time to time includes forecasts of 
budget changes under proposed amendatory legislation. 


Recommendation No. 10 


That there be established under the Director of the Bureau of the Budget a 
new staff office of accounting headed by an assistant director for accounting, 
with powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and re- 
porting, consistent with broad policies and standards prescribed by the 
Comptroller General. These broad policies and standards should continue to 
be developed in cooperation with the executive branch. 

(6) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

(ce) To set reasonable but definite time schedules for performance and to 
watch progress. 

(d@) To stimulate the building of competent accounting and auditing or- 
ganizations in the executive agencies and to assist actively in the selection, 
training, and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to the 
status of accounting in each of the executive agencies. 

This recommendation is under study as part of the overall review mentioned in 
our comments upon Recommendation No, 1 and we are not yet in position to sup- 
ply you with our views regarding it. 

Recommendation No, 11 

That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

(b) To direct the recruitment, training, and development of qualified ac 
counting personnel. 

(c) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the Con- 
gress and other executive departments or agencies. 

(¢@) To interpret and advise upon significant aspects of the financial 
reports. 

(e) To direct the preparation, and review execution of budgets prepared at 
operating levels for the information of top management which is responsible 
for budget policies. 

This recommendation is directed toward the internal organization of the execu 
tive departments and independent agencies. When consulted by the agencies re- 
varding such matters, this bureau takes the view that there should be appropriate 
ly coordinated organizational arrangements for budget and accounting following 
the principle of organizational flexibility and avoiding an approach involving 
the imposition of a fixed pattern of organization on all departments and agencies. 


Recommendation No. 12 


That the selection of agency comptrollers and the building of competent ac- 
counting organizations in the executive agencies through the selection, training, 
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and retention of capable personnel be an important phase of the guidance and 
help to be given by the assistant director for accounting in the Bureau of the 
Budget. 

This recommendation is directly related to Recommendation No. 10. In the 
past, agency heads have frequently consulted with this Bureau when seeking 
well-trained financial officers and the Bureau considers that it has a responsi- 
bility for being as helpful as possible in that regard. We interpret this recom- 
mendation as suggesting that the Bureau develop a more comprehensive and sys- 
tematic approach to the discharge of that responsibility. We agree that we 
can and should improve our capacity to assist the agencies in finding the best 
possible financial, administrative, and other types of personnel, but cannot 
comment more specifically upon this recommendation until the completion of 
the review mentioned in our comments upon Recommendations Nos. 1 and 10. 


Recommendation No. 13 


That the allotment system be greatly simplified. As an objective each operat- 
ing unit should be financed from a single allotment for each appropriation 
involved in its operations. 

Continuing effort is being made to simplify agency allotment systems under 
the joint accounting program, but we agree that much more must be achieved. 
AS was pointed out in the report, a great deal of the difficulty has been caused 
by the agencies themselves because of the manner in which the appropriations 
have been allotted and suballoted within the agencies. 


Recommendation No. 14 


That Government accounts be kept on the accrual basis to show currently, 
completely and clearly all resources and liabilities, and the costs of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 

The installation of accounting systems on the accrual basis is one of the major 
objectives of the joint accounting program, particularly in those agencies which 
have business- or commercial-type operations and large construction or com- 
plex operating programs, where accrual information is very valuable for man- 
agement and budgetary purposes. As indicated in our comments on several 


other recommendations, the modernization of the accounting systems of the entire 
Government is a long-range matter. This recommendation is basic to the fulfill- 
ment of other recommendations such as 3, 6, and 7. 


Recommendation No. 15 


That after appropriate accrual and cost accounting techniques have been es- 
tablished by the Government agencies, the creation or continuation of revolving 
funds should be reviewed to determine whether they will add to efficient man- 
agement. 

The need for or creation of revolving funds is given continuous attention 
through the budget process and under the joint accounting program. This at- 
tention will be continued from the point of view of efficient management. 


Recommendation No. 16 


That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting systems. 

As indicated by this recommendation, work on installation of monetary prop- 
erty accounting records is already underway. Considerable progress has been 
made in the installation of property accounting systems but much remains to be 
done including the integration of property dccounting into the regular accounting 
systems. The Budget Bureau will do everything possible to expedite this 
program. 

Recommendation No. 17 

That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 

Legislation is being developed under the joint accounting program to achieve 
the objective sought by this recommendation. We hope that it will be possible 
to perfect a proposed bill for the consideration of Congress at the current 
session. 


Recommendation No. 18 
That vouchers which are otherwise valid but as to which appropriations have 


lapsed should not be referred as “claims” to the General Accounting Office, but 
should be settled within the agencies. 
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The matter dealt with in this recommendation will be included in the proposed 
bill referred to in our comments on Recommendation No. 17. 


Recommendation No. 19 


That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negligence 
or fraud. 

Last year the Congress enacted Public Law 365, approved August 11, 1955, under 
which the Comptroller General may relieve disbursing officers of illegal, improper, 
or incorrect payments under certain standards. Also of pertinence is 31 U. 8. C. 
82c, which permits the Comptroller General to relieve certifying officers of liabil- 
ity for any otherwise proper payments under certain conditions. We are unable, 
at this time, to express a view whether additional legislation is needed to ac- 
complish the purposes of this recommendation. 


Recommendation No. 20 


That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate: (a@) Duplicate accounts within 
the Treasury Department; and (0b) duplicate accounting as between the Treasury 
Department and the various departments and agencies. 

We interpret part (@) of this recommendation as referring to public debt 
accounting. Steps toward improvement in that area are currently being taken 
by the Treasury Department. 

Part (0b) of the recommendation is in line with one of the objectives of the 
joint accounting program. This program is working toward the maintenance 
in Treasury of summary appropriation and receipt accounts to replace the 
individual accounts now maintained. The changes in Treasury will be made 
gradually, however, and only when experience indicates that agency accounts 
are reliable and audited by the GAO at the site of operations. As contemplated 
by the recommendation, Treasury would then maintain summary accounts with 
the details by appropriation and receipt symbols being reported to Treasury 
periodically by the agencies. 

Recommendation No. 21 

That increased and continuing emphasis be placed upon the review and 
modernization of central fiscal reports by the Treasury Department to the end 
that they may meet the changing requirements of the executive branch, the 
Congress, and the public. These fiscal reports should show the Government’s 
cash position and related cash transactions. 

As noted in our comments in Recommedation No. 20, the improvement of cen- 
tral accounting and reporting are of continuing concern under the joint account- 
ing program. A new central accounting system was placed in effect on July 1, 
1955, which is designed to produce an integrated set of cash accounts for the 
Government as a whole. We believe that the perfection of this new accounting 
system will achieve the results which the Commission was seeking in making 
Recommendation No. 21. 


Recommendation No. 22 

That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing compre- 
hensive reports (other than purely fiscal reports) showing the financial results of 
the activities of the Government as a whole and of its major component activi- 
ties. 

We agree with the objective of improving the Government’s financial reports 
which the Commission appeared to have in mind in making this recommendation. 
The specific approach which should be taken toward the achievement of this 
objective, and the location of responsibility therefor, however, are still under 
study. Until that study is completed, we will be unable to comment further upon 
this recommendation. 


Recommendation No. 23 

That in selecting individuals for comptrollership, civilians with broad man- 
agement and accounting experience and competence be appointed. 

This recommendation pertains to the internal organization of the Department 
of Defense, a matter which is dealt with extensively in the Commission’s report 
on business organization of the Department of Defense. Until we have received 
the comments of the Defense Department on the report on business organization 
of the Department of Defense, we will be unable to express our views on this 
recommendation. 








BUDGET AND ACCOUNTING 227 


Recommendation No. 24 

That the comptrollers in the military departments be responsible only to the 
Secretary of their respective services, and that concurrent responsibility to a 
chief of staff or equivalent be discontinued. 

Our comments on Recommendation No. 23 also apply to this recommendation. 


Recommendation No. 25 

That the Bureau of the Budget and the General Accounting Office be re- 
quested to make an intensive study to determine the adequacy of internal auditing 
in Government agencies and what steps should be taken to improve it. 

The subject of internal audit and its application in the Government is being 
given continuous attention under the joint accounting program. When an 
internal audit system has been properly installed, it has been found to be of 
considerable assistance to the General Accounting Office in the performance 
of its audit. The Bureau will consider with the other agencies having leader- 
ship responsibilities for the joint accounting program the question whether the 
current emphasis on internal audit improvement will achieve the objective 
sought by the Commission or whether there should be established a special 
project or projects in this area. 

It has been very helpful to us to analyze these stimulating recommendations, 
and to take a good, hard look at our own procedures. We feel confident tha 
much good will come from these suggestions, and appreciate the opportunity 
afforded by your committee to express our views on the important matters 
dealt with in this report of the Commission on Organization of the Executive 
Branch. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant to the Director. 


EXHIBIT C 


THE SECRETARY OF THE TREASURY, 
Washington, January 3, 1956, 
Hon. Witt1aAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: This is in further reply to your letter of August 18 
asking for the Department’s comments on the Hoover Commission Report on 
Budget and Accounting. You asked particularly for our views on the overall 
effect of the recommendations and possible savings. 

The recommendations on budgeting would have the general effect of increas- 
ing control by the Congress and the executive branch over expenditures during 
a particular budget year. The lack of such controls has been a serious defect, 
and the proposed measures represent an important step toward what the Treas- 
ury believes should be our goal in the mechanics of Federal financing: the com- 
plete linking of current operating costs with revenue measures to pay for them. 
Although the Treasyry is not in complete agreement with the Commission’s recom- 
mendations for organizing the accounting function, we are in favor of the specilic 
suggestions for simplifying and improving accounting procedures. 

In our opinion, adoption of the various proposals will produce savings in 
improved management resulting from more realistic forward planning and work 
programing, and increased cost consciousness in the executive branch, and 
from strengthened congressional controls. Such savings, of course, are in- 
tangible and cannot be documented. Tangible savings in the actual mechanics 
of the system probably will be slight, and may very well be offset initially by 
the expense of the changeover to the new procedures. The more detailed com- 
ments of the Department are attached. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of these comments to your committee. We have 
been further advised that the relationship of the views expressed in the com- 
ments to the program of the President has not been determined, and that the 
comments shall not be construed as a commitment regarding legislation which 
has been or may be proposed to carry out recommendations of the Commission. 

Very truly yours, 
G. M. HUMPHREY, 
Secretary of the Treasury, 
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COMMENTS ON REPORT OF COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH 
OF THE GOVERNMENT ON BUpGET AND ACCOUNTING TREASURY DEPARTMENT 
NOVEMBER 1955 

BUDGETING 

Recommendation No. 1 
(a) That the Bureau of the Budget expand and make more effective the dis- 

charge of its managerial and budgeting functions; 

(b) That in order to do this, among other things, it should place in important 
agencies one or more well qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget preparation 
and administration and other facets of the Bureau’s managerial responsibilities ; 
and 

(c) If necessary, the Congress should increase the resources of the Bureau of 
the Budget for that purpose. 


Recommendation No. 2 

That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies’ reports and other 
available information, the Bureau should prepare for the President an annual 
report on performance for the executive branch as a whole. 


Comments 

Recommendations (a) and (c) are matters for decision by the President 
and the Congress. 

The Bureau already has close working relationships on budgetary matters 
with the departments and agencies. We doubt if the advantages of recom- 
mendation (b) would warrant the added expense. 

Reports on operations and performance would be beneficial if thoroughly 
analyzed and used by the Budget Bureau as working tools in reviewing the 
department’s budgetary requests. 


Recommendation No. 3 

That for management purposes, cost based operating budgets be used to de- 
termine fund allocations within the agencies, such budgets to be supplemented by 
periodic reports on performance. 
Recommendation No. 4 

That the executive budget continue to be based upon functions, activities, 
and projects adequately supported by information on program costs and accom- 
plishment, and by a review of performance by organizational units where these do 
not coincide with performance budget classifications. 
Recommendation No. 5 

That the agencies take further steps to synchronize their organization struc- 
tures, budget classifications, and accounting systems. 
Recommendation No. 6 

That executive agency budgets be formulated and administered on a cost 
basis. 
Recommendation No. 7 

That the executive budget and congressional appropriations be in terms of 


estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 


Recommendation No. 8 

That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
narily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 
Recommendation No. 9 

That the Bureau of the Budget keep such programs under continuing review, 
and the President’s budget contemplate amendments to them when their oper- 
ation conflicts with current budgetary policy. 


Comments 


We are in general agreement with the objective of these recommendations, 
which is to increase congressional and executive control over expenditures. 
We suggest, however, that the proposed changeover to budgetary and ac- 
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counting on the basis of annual accrued expenditures be preceded by a study 
by the Budget Bureau of areas where it is most necessary, such as in long 
“lead time’ programs of the Defense Department. The plan should be 
tested in these areas before extension to departments where budgets are 
based primarily on personal services and where obligational authority does 
not differ substantially from current expenditures. 
Recommendation No. 10 
That there be established under the Director of the Bureau of the Budget a 
new staff office of accounting headed by an assistant director for accounting, with 
powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and report- 
ing, consistent with broad policies and standards prescribed by the Comp- 
troller General. These broad policies and standards should continue to be 
developed in cooperation with the executive branch. 

(b) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

(c) To set reasonable but definite time schedules for performance and to 
watch progress. 

(d@) To stimulate the building of competent accounting and auditing or- 
ganizations in the executive agencies and to assist actively in the selection, 
training, and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencies. 

Comments 

The proposed organizational arrangements would continue the present 
dual responsibility for accounting systems of the legislative and executive 
branches. The Treasury agrees with the original recommendation of Presi 
dent Hoover to Congress in 1932 that the power to prescribe accounting sys 
tems should be transferred to the executive branch. 

The present system of dual responsibility has worked only because of 
the exceedingly cordial relations which have existed among the agencies 
involved, but it has serious defects from an organizational point of view. 
The audit function of the Comptroller General is weakened by the fact that 
his agency must prescribe accounting systems which he is required by law to 
audit. On the other hand, the executive branch, which is responsible for 
administering the funds, is not given full authority to prescribe accounting 
systems. From the standpoint of sound organization and desirable checks 
and balances, the executive branch should have full control over the type of 
accounting systems it deems necessary. If, upon audit, the system is found 
to be unsatisfactory, the General Accounting Office should make recommenda- 
tions for its improvement. 


Recommendation No. 11 


That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

(c) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the 
Congress and other executive departments or agencies. 

(d) To interpret and advise upon significant aspects of the financial 
reports. 

(e) To direct the preparation, and review execution of budgets prepared 
at operating levels for the information of top management which is respon- 
sible for budget policies. 


Recommendation No. 12 

That the selection of agency comptrollers and the building of competent ac- 
counting organizations in the executive agencies through the selection, train- 
ing, and retention of capable personnel be an important phase of the guidance 
and help to be given by the assistant director for accounting in the Bureau of 


the Budget. 
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Comments 

The concept of the comptroller, although useful in certain organizations, 
is not desirable or necessary in all agencies, and we do not believe the posi- 
tion should be established on a mandatory basis. To do so would abrogate 
a principle of the earlier Hoover Commission that department heads should 
be responsible for determining the most suitable organization of the func- 
tions under their direction. 


ACCOUNTING PROCEDURES 


Recommendation No. 13 

That the allotment system be greatly simplified. As an objective each oper- 
ating unit should be financed from a single allotment for each appropriation 
involved in its operations. 


Recommendation No. 14 

That Government accounts be kept on the accrual basis to show currently, 
completely, and clearly all resources and liabilities, and the cost of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 


Recommendation No. 15 

That after appropriate accrual and cost accounting techniques have been estab- 
lished by the Government agencies, the creation or continuation of revolving 
funds should be reviewed to determine whether they will add to efficient 
management. 


Recommendation No. 16 

That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting systems. 
Recommendation No, 17 

That each department and agency be authorized to maintain a single account 


under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 


Recommendation No. 18 

That vouchers which are otherwise valid but as to which appropriations have 
lapsed should not be referred as “claims” to the General Accounting Office, but 
should be settled within the agencies. 


Recommendation No. 19 

That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negli- 
gence or fraud. 


Comments 

We agree with these recommendations. In regard to the last three recom- 
mendations, the Treasury has assisted or is assisting in drafting appropriate 
legislation to carry out the proposals. 


CENTRAL ACCOUNTING AND REPORTING AND AUDITING 


Recommendation No. 20 

That the Bureau of the Budget and General Accounting Office make a study to 
determine what can be done to eliminate (a) duplicate accounts within the 
‘Treasury Department, and (b) duplicate accounting as between the Treasury 
Department and the various departments and agencies. 


Recommendation No. 21 

That increased and continuing emphasis be placed upon the review and 
modernization of central fiscal reports by the Treasury Department to the end 
that they may meet the changing requirements of the executive branch, the 
Congress, and the public. ‘These fiscal reports should show the Government's 
eash position and related cash transactions. 


Recommendation No. 22 


That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing compre- 
hensive reports (other than purely fiscal reports) showing the financial results 
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of the activities of the Government as a whole and of its major component 
activities. 


Recommendation No. 25 


That the Bureau of the Budget and the General Accounting Office be requested 
to make an intensive study to determine the adequacy of internal auditing in 
Government agencies and what steps should be taken to improve it. 


Conuments 

We are in complete agreement with the objectives of the first two recom- 
mendations above. These are objectives of the joint accounting program, 
however, which already have been realized partially, and we do not believe 
that additional studies are necessary. 

Recommendation No. 22 hinges on the establishment of an office of account- 
ing in the Bureau of the Budget as proposed in Recommendation No. 10. 
We have already noted our comments on this recommendation. 

As for Recommendation No. 25, the 'Treasury would have no objection to 
such a study. 


Recommendations No. 23 and No. 24 


Relate to the comptrollership function in the Defense Department and do not 
affect the Treasury. 


ExHIsit D 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., December 14, 1955. 
Hon. Witttam L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Deak Mr. CHAIRMAN: In further reply to your request, inclosed herewith are 
the views of the Department of Defense on the Commission on Organization of 
the Executive Branch of the Government Report on Budget and Accounting. It 
is the intention of the Department of Defense that each of the Commission reports 
receive careful study and evaluation within the Department of Defense. Ac- 
cordingly, it may be that after further consideration of this report we will have 
supplemental comments to make. 

It should be noted that the inclosed views are solely those of this Department 
and their relationship to the program of the President has not been determined. 
Accordingly, these views should not be construed as a commitment regarding 
legislation which has been or may be proposed to carry out the recommendations 
of the Commission. 

Sincerely yours, 
LORNE KENNEDY, 
Deputy, Legislative Affairs. 


DEPARTMENT OF DEFENSE VIEWS ON IMPLEMENTATION OF REPORT ON BUDGET AND 
ACCOUNTING, BY COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH OF 
THE GOVERNMENT, OCTOBER 1955 


(These comments are those of the Department of Defense and should not be 
considered as representing the position of the administration. Also they do 
not necessarily represent the final conclusions of the Department.) 


Recommendation No. 1 


(a) That the Bureau of the Budget expand and make more effective the dis- 
charge of its managerial and budgeting functions; 

(b) That in order to do this, among other things, it should place in important 
agencies one or more well-qualified employees whose duties should include 
continuous year-round review, at the site of the agency, of agency budget prepara- 
tion and administration and other facets of the Bureau’s managerial responsibil- 
ities; and 

(c) If necessary, the Congress should increase the resources of the Bureau of 
the Budget for that purpose. 

Department of Defense position.—Concur in principle. 

Comments.—The Bureau of the Budget and the Department of Defense already 
have long-established arrangements whereby well-qualified employees of the 
Bureau are assigned on a continuing year-round basis to review of agency budgets 
and other aspects of financial management of all components of the Department 
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of Defense. Much of these reviews are conducted on the site. The constructive 
results of these arrangements are acknowledged. The staff of the office of the 
Secretary of Defense is also engaged in reviews of agency budgets and other 
aspects of management of the military departments; this should mean a lesser 
requirement for review by representatives of the Bureau of the Budget. 

Parts (@) and (ce) of this recommendation relate to expansion of the Bureau 
and increase of its resources. It is believed “reorientation” of the Bureau’s 
emphasis on managerial functions and on operating budgets rather than upon 
formulation of the annual President’s budget might result in more effective 
utilization of present personnel and resources. 

Implementation.—Primarily by the Bureau of the Budget but Department of 
Defense will cooperate. 

Recommendation No. 2 

That the executive agencies report annually to the Bureau of the Budget on 
the conduct of their operations. On the basis of the agencies’ reports and other 
available information, the Bureau should prepare for the President an annual 
report on performance for the executive branch as a whole. 

Department of Defense position.—Concur. 

Comments.—The Department of Defense believes this recommendation to be 
a constructive one and would cooperate wholeheartedly in its implementation. 
However, it is addressed to the President and the Bureau of the Budget for 
application upon a governmentwide basis. If this recommendation were 
implemented, great care would be required in selecting the types of data to be 
included and the manner of presentation; there would be great danger that such 
reports would not serve the intended purpose. 

Implementation.—Department of Defense will cooperate in the establish- 
ment of such a program, if it is established on a governmentwide basis. 


Recommendation No. 8 
(See recommendation No. 7.) 


Recomniendation No. 4 

That the executive budget continue to be based upon functions, activities, and 
projects adequately supported by information on program costs and accom- 
plishment, and by a review of performance by organizational units where these 
do not coincide with performance budget classifications. 

Department of Defense positions.—Concur. See Recommendation No. 5 below 
for comments and implementation. ) 


Recommendation No. 5 

That the agencies take further steps to synchronize their organization struc 
tures, budget classifications, and accounting systems. 

Department of Defense positions.—Concur. 

Comments.—These two recommendations are a statutory requirement of sec 
tion 403 of the National Seeurity Act, as amended. In this respect, the follow 
ing significant statement of basic principles is contained in the Senate Armed 
Services Committee Report on the National Security Act Amendments of 1949 

Basie principles—The underlying principles of the performance budget are 
clear and simple. The performance budget contemplates— 

(a) That all costs relating to a logical and identifiable program be in 
cluded as a project or a budget program for presentation and justification 
by the department concerned to the Bureau of the Budget, the President, 
and the Congress, and for administration and reporting after the appropria- 
tion of moneys; 

(b) That there be a logical and, so far as practical, uniform grouping 
of projects or budget programs by the primary functions of the military 
departments, with this grouping paralleling, so far as possible, the organi- 
zation and management structure ; 

(c) That there be a segregation between capital and current operating 
categories. 

While much progress has been made by the Department of Defense (with 
the aid and encouragement of the Appropriations Committees), there are stil! 
some desirable additional improvements required in order to attain the full 
objectives with respect to both recommendations. 

One important special problem which is now being studied, by request of the 
House Appropriations Committee, concerns the budgeting, appropriation, and 
accounting for the element of military personnel cost of support-type activities 
like any other elements (objects) of cost of such activities—that is, such costs 





co 
Ft 


su 


ba 
co 
th 
ag 
bu 
fin 
ap 
cO) 
On 
tio 
Co 
cle 
rec 
] 
me 
( 
eX} 

to 
the 
" 
pro 
LOO 
em 

In 
me 
for 
are 
am 
a 


accel 






BUDGET AND ACCOUNTING 233 


should be appropriated for and accounted for as part of the total costs of the 
respective programs, functions, or activities, It is noted that the Commission’s 
report appears to endorse this objective (see p. 38). 
Implementation.—Department c: Defense will continue development in con- 
nection with implementation of title IV of National Security Act, as amended. 


Recommendation No. 6 

(See Recommendation No. 7.) 
Recommendation No. 7 

That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 
Recommendation No. 6 

That executive agency budgets be formulated and administered on a cost basis. 
Recommendation No. 3 

That for management purposes, cost based operating budgets be used to deter- 


mine fund allocations within the agencies, such budgets to be supplemented by 
periodic reports on performance. 
Recommendation No. 14 

That Government accounts be kept on the accrual basis to show currently, 
completely and clearly all resources and liabilities, and the cost of operations. 
Furthermore, agency budgeting and financial reporting should be developed from 
such accrual accounting. 

Recommendations 7, 6, 3, and 14 are related with respect to the technical 
bases of budgeting and accounting for governmental funds for the purposes of 
congressional, presidential, and agency control. It is desirable to comment upon 
them as a group. These four recommendations deal with the financial man- 
agement process through budget formulation and appropriation, the operating 
budget and establishing allocations and allotments, and account Keeping and 
financial reporting. ‘The Commission proposals in this area include (1) basing 


appropriations on estimated accrued expenditures, and (2) in addition providing 
congressional contract authorization to cover procurement, construction, etc. 
Only the first aspect of this proposal is included in the numbered recommenda- 
tions, leaving the second aspect to be extracted from the supporting text of the 
Commission report (see p. 23). It is possible to deal with the matter more 
clearly if both aspects of the Commission proposal, as described on page 23, are 


“wv 
recognized as included. 

Department of Defense position: Concur in principle but believe that recom- 
mendations as stated are not complete. See comments below. 

Comments.—Bases of budgeting and accounting: The use of the accrued 
expenditure and cost bases of budgeting and accounting would contribute greatly 
to financial controls at all levels. However, it is important to properly define 
these terms. 

The “accrued expenditure” basis should be understood to include charges for 
progress payments under long-term contracts as well as charges for the cost of 
goods and services received during the budget year under other contracts and 
employment arrangements, as recognized by the task force on page 38 of its report. 
In the case of construction work and procurement of much heavy military equip- 
ment, contractual payments are required to be made during the course of per- 
formance of the contracts in order to finance the contractors, and such payments 
are in advance of the receipt of the goods or completion of construction—such 
amounts also represent accrued expenditures when properly charged. 

The “cost” basis should be understood to mean: 

(a) In the case of acquisition of property—cost of resources applied in 
procurement, production, or construction of such property actually received 
or completed, and 

(6) In the case of operating activities—cost of resources consumed in 
operation and maintenance, excluding depreciation or write-offs of capital 
assets employed in operation or maintenance except for industrial- and ecom- 
mercial-type activities where improved management tools would result, as 
may be appropriate under approved Government policy. 

it appears desirable to state the general understanding that application of the 
accrual basis of accounting should be modified in the Federal Government to 
exclude depreciation on capital property except for industrial- and commercial- 
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type activities in those instances where improved management tools would result, 
as may be appropriate under approved Government policy. This is the generally 
accepted principle of application of the accrual basis of accounting in American 
State and local governments which utilize it. And we believe it is generally 
agreed that no useful purpose would be served by estimating or recording monthly 
or annual depreciation on military buildings and structures, ships, aircraft, com- 
bat vehicles, guns, etc. 

It is important in financial control to budget and account for the cost of acqui- 
sition of all property (including both capital property and consumption-type mate- 
riel, or inventories, the cost of which is chargeable to operations when consumed). 

Budgeting and accounting for the cost of acquisition of property presents spe- 
cial problems in the Department of Defense because of the immense amount of 
construction of facilities and procurement and production of materiel, all of which 
has a long lead-time between planning (or programing) and completion or deliv- 
ery. Control of cost of acquisition demands advance budgeting, authorization of, 
and accounting for costs of procurement, production, and construction, as well as 
for expenditures. Currently such budgeting, authorization, and accounting are 
provided in terms of “obligations” as well as expenditures. As noted above, in 
recommending institution of the use ot the accrual and cost bases of accounting, 
the Commission’s recommendations did not include in the formal budget and re- 
ports of the obligation basis of advance cost authorizations. That such inclu- 
sion was intended appears evident from the report discussion, page 23. 

Basis of congressional appropriation: In the report discussion (p. 23) it is 
brought out that in recommending change in the basis of congressional appropria- 
tions to accrued expenditures, the Commission recommends use of additional 
contracting authority to cover construction, procurement, and production involv- 
ing expenditures beyond the budget year. This would assure continuance of the 
present type of obligation control, although in a different form. 

As indicated in the Commission’s report, the Assistant Secretary of Defense 
(Comptroller) of the Department of Defense has previously expressed the 
opinion that the idea of an annual expenditure budget has merit, and that 
while there are certain administrative difficulties to be overcome, he does not 
believe them to be insurmountable. Such difficulties are concerned primarily 
with the difficulty of estimating the year of delivery of material or performance 
of services under long-term contracts. As a result, it would be impossible to 
precisely predict or estimate in which fiscal year the contract expenditures 
might fall. Therefore, it should be understood that unexpended balances of 
appropriations at the end of any fiscal year for the purpose of meeting con- 
tractual payments should be carried over to cover the expenditures to the extent 
they may subsequently materialize. It should also be understood that when 
the Congress authorizes obligations to be undertaken without simultaneously 
authorizing payments by appropriation action (to the extent it is estimated 
expenditures will not be payable during the same year the obligations are placed), 
the legal consequence is that the Congress (or any future Congress) is com- 
mitted to making future appropriations to meet the required payments (includ- 
ing settlement of claims in the case of contracts terminated for the convenience 
of the Government.) 

Inasmuch as the proposed contract authority eventually results in payments 
by the Government, it may well be asked what purpose is served by deferring 
the making of appropriations in full to cover such payments. Does this provide 
more congressional control? In a strict theoretical sense, it does not increase 
congressional control. However, the proposed division of contract and expendi- 
ture authority might well have the result of providing an incentive for improved 
expenditure budgeting and improved production and performance scheduling, 
with resultant economies. At least, by substitution of contract authority for ad- 
vance appropriations, the substantial reduction of the present large annual carry- 
over of appropriation authority, reserved to cover all future payments under 
contract obligations, should result in better understanding of the Federal budget. 
Certain other advantages cited in the Commission’s report are not believed to 
exist. The proposed system would not enable the Congress, at the time it con- 
siders appropriations for expenditure, to reconsider past actions in granting con- 
tract authority any more than it can act today to rescind past appropriations. 
(The Congress can always rescind appropriation authority to pay existing obli- 
gations, if it desires to have contracts cancelled or cut back, but it must provide 
for payment of losses for such contract settlements.) Moreover the proposed 
system would not operate to remove any incentive which may exist to obligate 
all available obligational authority before the end of each fiscal year. 
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That portion of the recommendation concerning making of congressional ap- 
propriations in terms of accrued expenditures would not require implementation 
in order to permit the use of the accrued expenditure and cost bases of budgeting 
and accounting (in addition to the obligation basis) for the purposes of execu- 
tive and congressional control. 

If this recommendation is accepted by the Congress for application on a gov- 
ernment wide basis, there should be a period of at least 1 year, for the purpose 
of study and preparation, before placing the plan into effect. 

Financial control through operating budgets: 

Although the Commission report uses the terms “executive budget” and “op- 
erating budgets,” it does not distinguish between them. It should be understood 
that the “executive budget’ means the President’s budget which is submitted 
to Congress in support of appropriation requests. The annual executive budget 
must be completed and submitted more than 6 months before the beginning of any 
fiscal year for consideration by the Appropriations Committees. It is rendered 
out of date by actions of the Congress in appropriating funds, as well as by the 
lapse of time and changing events. 

For these reasons, it is necessary to revise the budget at the beginning of each 
fiscal year. It is also necessary to greatly amplify and subdivide the budget by 
individual activities within each agency for purposes of internal management. 
These revised and extended budgets may be termed “operating budgets.” It is 
assumed, however, that the several bases of budgeting and accounting and the 
account classifications (except for differences in detail) would be the same for 
both budgets (the operating budget would be in greater detail). 

Operating budgets should be used for purposes of “apportionment” of funds 
(i. e., obligation and expenditure authority) by the Director of the Bureau of 
the Budget, as well as in making fund allocations within the agencies, as recom- 
mended by the Commission. It is assumed the Commission did not intend to 
imply elimination of the apportionment process. 

Fund allocations and allotments (see Recommendation 13) should be con- 
sidered simply as approvals and overall limitations of operating budgets at every 
level by the respective appropriate authorities within each agency. 

If, as recommended by the Commission, the Congress were to separately pro- 
vide contract authority for construction, procurement, and production, it is 
assumed that apportionments, allocations, and allotments would also be appro- 
priately subdivided between such contract authority and expenditure authority. 

Implementation of these recommendations in Department of Defense, the 
Department of Defense subscribes to the use of the accrued expenditure and cost 
bases of budgeting and accounting, in addition to the obligation basis, subject to 
the explanations set forth above. It has been engaged in extensive develop- 
ment work leading to this end through implementation of title IV of the 
National Security Act, as amended. In particular, the utilization of working 
capital funds results in consumer budgets being stated upon the basis of cost 
of resources consumed. Moreover, the installation of financial accounting for 
property is a necessary major step in this direction. The full utilization of the 
accrued expenditure basis of budgeting and reporting in the congressional budget 
(as distinguished from management’s operating budgets and reports) will depend 
upon Governmentwide development and upon congressional authority. 

It is desired to correct what may be an erroneous implication in a quotation 
from the task-force report (pp. 13 and 14), as follows: 

“At the present time most budgets are prepared on the basis of estimated obli- 
gations to be incurred during the budget year. Obligations are orders placed, 
contracts awarded, services received and similar transactions during a given 
period requiring future payment of money. Obligations to be incurred during 
the year do not necessarily have any relation to costs to be incurred during the 
year. 

The task force states: 

“(a) Such a budget presentation fails to take into account inventories and 
other working capital carried over and available at the beginning of the 
year which may be consumed in the programs of the budget year. 

“(b) It excludes materials which may become available during the budget 
year on the basis of prior year obligations, or resources which are estimated 
to be carried over to the following year. Obviously, such inventories and 
materials should be considered in establishing the level of funds required 
to accomplish a program. 

“(c) The accounting data required in formulating and controlling agency 
budgets is that which reflects the costs of goods and services to be consumed 
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in carrying out budget programs, in other words, estimated ‘costs incurred.’ 
The important thing in budgeting is the work or service to be accomplished 
and what that work or service will cost. Current Government practice, con- 
cerned primarily with incurring obligations, does not contribute to a de- 
termination of the costs of work or service to be paid for in the period under 
review. It fails to relate planned operations to past and projected costs.” 

Although, in fact, the criticism is addressed to the manner of presentation of 
the congressional budget, it might be interpreted by many as a criticism of the 
underlying method of determining requirements for additional obligation au- 
thority—namely, that existing resources of inventories, goods on order, and 
unobligated balances of prior years’ appropriation, receive no consideration in 
determining such requirements for additional obligation authority. Such an 
interpretation would not be true in the case of the Department of Defense— 
quite the contrary is true. 

Implementation.—Department of Defense will continue with installation of the 
acerued expenditure and cost bases of budgeting and accounting, primarily with 
respect to implementation of title IV of the National Security Act, as amended, 
and subject to such governmentwide requirements aS may be imposed by law 
or regulations of the Bureau of the Budget, Treasury Department, and General 
Accounting Office. It will also develop in connection with implementation of 
title IV the utilization of these bases of budgeting and accounting, as well as 
the obligation basis, in internal budgetary administration and other aspects of 
financial control, including reporting. If requested, the Department of Defense 
will also support that part of recommendation No. 7 which concerns the institu- 
tion of a system of congressional appropriations in terms of estimated annual 
accrued expenditures with separation of contract authority to cover additional 
obligations for procurement, production, construction, etc., but only if provision 
is made for continuing the merits of the obligational basis. 


Recommendation No. 8 


That legislation committing the Government to continuing expenditures for 
special programs which are not susceptible to the usual budgetary control ordi- 
narily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 

Recommendation No. 9 

That the Bureau of the Budget keep such programs under continuing review, 
and the President’s budget contemplate amendments to them when their opera- 
tion conflicts with current budgetary policy. 

Based upon the explanation in the Commission’s report, these two recom- 
mendations are not applicable to the Department of Defense. 


Recommendation No. 10 


That there be established under the Director of the Bureau of the Budget a 
new staff office of accounting headed by an assistant director for accounting, 
with powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and re- 
porting, consistent with broad policies and standards prescribed by the 
Comptrofler General. These broad policies and standards should continue 
to be developed in cooperation with the executive branch. 

(b) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

(c) To set reasonable but definite time schedules for performance and to 
watch progress. 

(d) To stimulate the building of competent accounting and auditing 
organizations in the executive agencies and to assist actively in the selec. 
tion, training, and retention of capable personnel. 

(e€) To report at least annually to the Budget Director with respect to 
the status of accounting in each of the executive agencieés. 

In addition, it is indicated elsewhere in the Commission’s report (p. 49) 
that the preparation and publication of a comprehensive central reports on a 
governmentwide basis should be a function of the Bureau of the Budget, and 
that this function would be exercised under the proposed assistant director 
for accounting. 


Department ef Defense position.—Concur in principle. 


Comments.—This recommendation is addressed primarily to the Director of 
the Bureau of the Budget. The Department of Defense sees merit in this 
recommendation from the standpoint that it would provide a better means of 
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achieving improved, intergrated budgeting and accounting for the Government 
as a whole, and this would have an impact upon the Department of Defense as 
well as other Government agencies. Logically, the functions of budgeting and 
accounting improvement go hand in hand, and both are properly placed within 
the executive branch of the Government. 

It is not clear what impact this recommendation is intended to have on the 
functions of the Comptroller General and General Accounting Office. While 
cooperation would still be required between Bureau of the Budget and General 
Accounting Office, it would appear to be desirable that, in accordance with the 
recommendation, the leadership in the joint accounting improvement program 
should be passed from the Comptroller General to the Director of the Bureau of 
the Budget. 

With respect to paragraph (d) above, it would be considered inappropriate 
and not potentially effective for the assistant director for accounting to undertake 
to select agency personnel for accounting and auditing positions. Nevertheless, 
he might advise and assist in such actions to the extent requested, and he could 
provide assistance through setting standards for selection, training, and retention 
of capable personnel. 

Implementation. 





None needed by Department of Defense. 
Recommendation No. 11 


That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

(6) To direct the recruitment, training, and development of qualified ac- 
counting personnel. 

(c) To develop and be responsible for reliable and informative financial 
reports for: (1) Internal management purposes; and (2) for issue to the 
Congress and other executive departments or agencies. 

(d) To interpret and advise upon significant aspects of the financial 
reports. 

(e¢) To direct the preparation and review execution of budgets prepared 
at operating levels for the information of top management which is re- 
sponsible for budget policies. 

Department of Defense position.—Concur subject to qualification that actual 
recruitment, training, and development of qualified personnel should be con- 
ducted in collaboration with the appropriate personnel officials. 

Comments.—The position of comptroller has been established in each of the 
military departments, as well as for the Department of Defense, pursuant to 
title IV of the National Security Act, as amended. The position of comptroller 
has been established, also, in the major subdivisions of each of the military 
departments. Further reference is made to comptrollers in the Department of 
Defense under recommendations No. 23 and No. 24. 

The comptroller’s functions, as recommended by the Commission, greatly 
underemphasize his budget responsibilities. While his accounting responsibili- 
ties are important, as emphasized by the Commission, his budget responsibilities 
are even greater. The Commission’s report does not adequately set forth the 
concept that the comptroller (or the assistant secretary for financial manage- 
mént) should provide an independent review and analysis of budgets, as well as 
reports on performance, and that he should assist the Secretary of the depart- 
ment as a coordinator in reconciling and balancing with each other, the budget 
claims for financial support by the several fields of operating interest (each of 
which has its advocate at top level) with the potential resources, including 
spending authority granted by the Congress. This does not mean that the comp- 
troller (or assistant secretary for financial management) actually controls the 
operations, or serves as a general manager, or is the superior of his teammates 
who have responsibility for actual operations in their respective fields. The 
Department of Defense has been active in the developinent of this concept in 
the Federal Government. 

Implementation.—Department of Defense will continue to be active in the 
development of this concept in the Federal Government. 


Recommendation No. 12 


That the selection of agency comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, train- 
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ing, and retention of capable personnel be an important phase of the guidance 
and help to be given by the assistant director for accounting in the Bureau of 
the Budget. 

Department of Defense position.—Concur in principle. 

Comments.—The Department of Defense believes that any guidance and help 
in the selection and training of comptroller personnel should apply to a much 
broader area than the field of accounting, which is the recommended primary 
area of interest of the recommended assistant director for accounting in the 
Bureau of the Budget. Comments concerning the extent of assistance to the 
agencies in personnel matters are stated in the comments with respect to 


recommendation No. 10. 
Implementation.—Department of Defense will utilize such assistance. 





Recommendation No. 13 

That the allotment system be greatly simplified. As an objective each oper- 
ating unit should be financed from a single allotment for each appropriation 
involved in its operations. 

Department of Defense position.—Concur in principle. 

Comments.—The Department of Defense concurs in this recommendation, pro- 
vided it is understood that some military department installations may have 
more than one operating unit located thereon. Guidance towards this objective 
has already been furnished the military departments by the assistant secretary 
of defense (comptroller), and considerable progress has been made during the 
past two fiscal years (especially in gaining acceptance of the concept and objec- 
tive by all concerned, both inside and outside the Department of Defense) al- 
though much remains to be accomplished. 

One of the major requirements for further reductions of unnecessary “pockets 
of funds” is believed to be the further development of the method of financing 
cross-servicing between departments upon a reimbursable basis, rather than by 
separate citation of the ordering agency’s funds in connection with individual 
transactions affecting the cost of work ordered. Working capital funds have 
provided one solution of this difficulty, although this is not a primary objective 
of the use of such funds. Further development in this direction of financing 
services upon a reimbursable basis, under the allotment of the performing activ- 
ity, awaits changes in Budget-Treasury Regulation No. 1 by the Director of the 

Bureau of the Budget and the Secretary of the Treasury, with the collaboration 
of the Comptroller General. 

Implementation.—The Department of Defense will continue to take actions 
within its power in simplification of the allotment system. 


Recommendation No. 14 
(See recommendation No. 7.) 


Recommendation No, 15 

That after appropriate accrual and cost accounting techniques have been 
established by the Government agencies, the creation or continuation of revolving 
funds should be reviewed to determine whether they will add to efficient 
management. 

Department of Defense position.—No objection to review but nonconcur in 
implication. 

Comments.—The Department of Defense does not understand this recommen- 
dation, especially since the use of working capital funds facilitates and simplifies 
application of the accrual basis of accounting and cost accounting techniques. 
It might imply that implementation of the recommended accrual and cost 
accounting techniques for appropriated funds would make obsolete the further 
use of working capital funds in the military departments. The Department of 
Defense would not agree with such an implication, if that is intended. 

The report includes a brief statement of advantages and disadvantages of 
revolving funds (pp. 39 and 40). The statement of advantages is correct 
(although it is incomplete, especially from the view point of congressional con- 
trol). Management, as well as accounting advantages are recognized. How- 
ever, the statement of disadvantages (quoted from the Commission’s task-force 
report), is, in our opinion, incorrect, 

The following statement is made by the task force with respect to the disad- 
vantages: 

The principal disadvantages of these revolving funds are that they 
minimize congressional control of agency operations and that their wide- 
spread use can result in too many pockets of funds which become cumbersome 
from the standpoint of efficient administration. 
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The use of revolving funds actually increases congressional control. Congress 
has full control over the amount of capital in these funds (and, therefore, inven- 
tory levels and procurement of stocks represented thereby) through its power to 
appropriate for such increased capital requirements as may be justified by the 
agency, and to reduce excess capital requirements by rescission. Both types 
of action are normal procedure, although as a temporary measure until Jan- 
uary 1, 1955, the Congress granted the authority to the Department of Defense, 
subject to approval of the President, to transfer unexpended balances of appro- 
priations to working capital funds in order to initially finance new installations 
and additional categories of materiel. It is of interest that stock funds have 
returned to the Treasury, by action of the Congress in the past 2 years, or are 
returning during the current fiscal year, more than $1 billion, a large part of 
which represented liquidation of excessive inventories under improved supply 
management facilitated by the use of working capital funds. 

Moreover, the use of working capital funds permits the Congress to control 
by separate appropriation action to the using activities the cost of goods and 
services consumed by them. Without the use of working capital funds, it would 
only control through appropriation action for new procurement of materiel 
generally. 

The use of working capital funds does not result in any more “pockets of 
funds” than the minimum which would be required for efficient administration 
without working capital funds, based upon the standards set forth in Recom- 
mendation No. 13. In fact, under present regulations of the Director of the 
Bureau of the Budget, Secretary of the Treasury and the Comptroiler General, 
the use of working capital funds greatly reduces the number of “pockets of 
funds” in industrial and commercial type activities (in fact, this is stated in the 
Commission’s report as an advantage of working capital funds). Although 
there are possible alternative ways to simplify fund control and accounting in 
such cases without the use of working capital funds, the Commission’s task 
force has not covered them in its recommendations. However, such technical 
corrections would still not enable the Department of Defense to obtain the man- 
agement advantages inherent in the use of working capital funds. 

After issuance of its report on budget and accounting, the Commission released 
its report on “Business Organization of the Department of Defense.” This was a 
more comprehensive study of management and organization by a separate task 
force headed by Mr. Charles R. Hook, Sr. By endorsement of that report, the 
Commission accepted without qualification or reservation the use of working 
capital funds and recommended their extension wherever suitable. No disadvan- 
tages were found. It may be considered, therefore, that the later report serves 
to correct the budget and accounting report in this respect. 

Implementation.—The Department of Defense will cooperate in any review 
which may be undertaken. 

Recommendation No. 16 

That the executive agencies accelerate the installation of adequate monetary 
property accounting records as an integral part of their accounting system. 

Department of Defense.—Concur. 

Comments.—The Department of Defense is required by law to meet this ob- 
jective. 

The military departments have more property than other Government agencies, 
and the conditions under which property must be accounted for are unusually 
difficult. While varying degrees of progress have been made in each of the three 
military departments, much remains to be accomplished—especially in integrat- 
ing property accounting with fund accounting and in extension overseas of 
financial accounting for property. The use of working capital funds, wherever 
appropriate, facilitates integration of financial accounting for property and fund 
accounting. 

Implementation.—-The Department of Defense will continue its efforts to in- 
stall adequate financial accounting for property in connection with implemen- 
tation of title 1V of the National Security Act, as amended. 


Recommendation No. 17 


That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for 
the liquidation of valid obligations. 

Department of Defense position —Concur. 

Comments.—This recommendation requires congressional authority to im- 
plement. It would greatly facilitate and simplify integrated accounting for 
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obligations, accrued expenditures, and disbursements under annual appropria- 
tions. The recommendation is not clearly stated and may be misunderstood. 
However, the discussion in the report seems to be clear enough as to the objective 
and general method of accomplishment. Nevertheless, it might have been de- 
sirable to clearly indicate, as one of the features of the proposal, that provision 
should be made for “lapsing” the unobligated balances of annual appropriations 
and also such portion of unliquidated obligations (subject to necessary adjust- 
ment) carried forward at the beginning of each fiscal year as may be deter- 
mined subsequently to be in excess of the actual amounts to be payable. 

Implementation.—The Department of Defense will support the necessary legis- 
lation and make the necessary study of its detailed application. 
Recommendation No. 18 

That vouchers which are otherwise valid but as to which appropriations have 
lapsed should not he referred as “claims” to the General Accounting Office, but 
should be settled within the agencies. 

Department of Defense position.—Concur. ' 

Comments.—The Department of Defense hopes that authority will be granted 
to implement this recommendation. 

Implementation.—Department of Defense will support the necessary legisla- 
tion and any appropriate implementing action of the General Accounting Office. 
Recommendation No. 19 

That the Comptroller General be given the authority to relieve accountable 
officers of financial liability except where losses result from their gross negli- 
gence or fraud. 

Department of Defense position.—Concur in principle but do not believe the 
recommendation goes far enough. 

Comments.—This recommendation has been partially implemented through 
adoption of Public Law 365, 84th Congress, approved August 11, 1955. It is 
believed, however, that the permissive authority for clearance should have been 
earried further. The Department of Defense sees no reason to continue with a 
procedure which requires relief of disbursing officers when they have not been 
found guilty of fraud or gross negligence. Instead, each department or agency 
head should have the duty of making positive findings of fraud or gross negli- 
gence and taking such steps as may be normal to institute criminal action as 
well as to recover losses. The Comptroller General would always have the 
privilege of commencing appropriate action if he disagreed with agency findings 
or found the ageney delinquent in taking necessary action. 

Implementation.—The Department of Defense will support the necessary legis- 
lation, preferably for authorizing the procedure outlined in the comments above. 


Recommendation No. 20 


That the Bureau of the Budget and General Accounting Office make a study 
to determine what can be done to eliminate: (a) Duplicate accounts within the 
Treasury Department; and (b) duplicate accounting as between the Treasury 
Department and the various departments and agencies. 

Department of Defense position.—Concur. 

Comments.—Simplification of procedures, through elimination of duplicate 
records, without loss of control is believed to be feasible. 

Implementation.—None required in Department of Defense. However, if 
requested, the Department of Defense will cooperate in the study. 





Recommendation No. 21 


That increased and continuing emphasis be placed upon the review and mod- 
ernization of central fiscal reports by the Treasury Department to the end that 
they may meet the changing requirements of the executive branch, the Congress, 
and the public. These fiscal reports should show the Government’s cash position 
and related cash transactions. 

Department of Defense position—The Department of Defense concurs on the 
basis of the present departmental assignment of functions, but see comment on 
Recommendation No. 22. 


Recommendation No. 22 


That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing comprehen- 
sive reports (other than purely fiscal reports) showing the financial results of 
the activities of the Government as a whole and of its major component activities. 
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Department of Defense position.—Concur but do not believe the recommen- 
dation should exclude fiscal reports. 

Comments.—While the Dpartment of Defense concurs, it is believed that the 
recommendation should be more specific and comprehensive—that is, the func- 
tion of all central reporting (including fiscal reporting) for the Federal Govern- 
ment, as a whole, should be transferred from the Department of the Treasury to 
the Bureau of the Budget. Such action would be required in order to implement 
Recommendations Nos. 2 and 10. Such a step would eliminate duplicate report- 
ing channels and central agency reporting responsibilities ; it would thus concen- 
trate overall central reporting responsibilities for the Federal Government. 

Implementation.—If requested, the Department of Defense will support neces- 
sary legislation. It will also undertake to implement any action that may be 
undertaken for the Government as a whole under the direction of the Bureau 
of the Budget. 


Recommendation No. 23 

That in selecting individuals for comptrollership, civilians with broad man- 
agement and accounting experience and competence be appointed, 

Comments.—The Department of Defense concurs in the need for selecting in- 
dividuals for comptrollership positions who have broad management and ac- 
counting experience and competence. The problem as to whether these posi- 
tions should be staffed exclusively with civilian personnel is being studied in 
connection with Recommendations 13 and 14 of the Hoover Commission Report 
on Business Organization of the Department of Defense and will be commented 
upon in connection with that report. 


Recommendation No. 24 


That the comptrollers in the military departments be responsible only to the 
secretary of their respective services, and that concurrent responsibility to a 
chief of staff or equivalent be discontinued. 

Department of Defense position —The substance of this recommendation is 
included in Recommendation No. 19 of the Report on Business Organization of 
the Department of Defense, and comments thereon will be included in the 
statement to he submitted concerning that report. 


Recommendation No. 25 


That the Bureau of the Budget and the General Accounting Office be requested 
to make an intensive study to determine the adequacy of internal auditing in 
Government agencies and what steps should be taken to improve it. 

Department of Defense positions.—No objection. However, see comment be- 
low. 

Comments.—The Department of Defense has no objection to such a study, 
if it is desired. However, such a study within the Department of Defense has 
been made, and it discloses the need and direction for further development 
and improvement of internal auditing. Vigorous steps have been taken, in 
different degree in each mililtary department, to institute internal audit pro- 
grams—a relatively new activity. Any special external study would not be 
productive, it is believed. 

Implementation.—Will cooperate in such a study if one is undertaken. 





Exnisit E 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 7, 1955. 
Hon. WiLitAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. CHarrMaN: Your letter of February 21, 1956, acknowledged February 
23, requests our views and recommendations on H. R. 9402, 84th Congress, which 
would carry out various recommendations in the Report of the Hoover Commis- 
sion on Budget and Accounting. 

Section 1 (a).—This section, which relates to additional comprehensive reports 
other than purely fiscal reports to be prepared by the Director, Bureau of the 
Budget, pertains to the operations of the Bureau of the Budget in the discharge 
of its own responsibilities and primarily involves management decisions affecting 
the Bureau. While these are matters that can best be determined by the Bureau 
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and the Congress, we believe that this information should be obtained through 
the regular budgetary processes and included in the President’s annual budget. 

Sec. 1 (b).—This section would amend section 216 of the Budget and Account- 
ing Act, 1921. If cost-based budgets were used for management purposes in 
making fund allocations within the departments and establishments as proposed 
by section 216 (a), the information submitted by the departments and establish- 
ments to the Bureau of the Budget for budgetary purposes would be substantially 
more meaningful. This would permit periodic reports on accomplishments or 
performance to be related to budgets in terms of costs, the advantages of which 
are discussed more fully in our comments on the proposed amendment to section 
216 (c). We endorse this proposal. 

As to the proposed section 216 (b), we believe the President should be kept 
informed in a timely manner of significant factors relating to the operating 
agencies of the executive branch. The annual consideration of the budget of 
each agency serves as the basis for a review of operations. While the type of 
annual report intended under the proposed section 216 (b) is not entirely clear, 
the desirability of a separate report for the executive branch as a whole seems 
questionable. We are inclined to think that the total Government area is so 
broad that information and evaluation is ordinarily most meaningful at the 
major program or bureau level. We believe that this information should be 
obtained by the Bureau of the Budget to the extent deemed necessary through 
the regular budgetary processes and could be submitted in support of the annual 
budget without the enactment of specific legislation. 

The proposed sections 216 (c) and (d), if effectively carried out, would offer 
a great opportunity for improvement in the financial Management of executive 
agencies. The background discussion and explanation for Recommendation No. 
6 in the reports of the Hoover Commission and its task force on budget and 
accounting explains the need for this amendment and need not be repeated here. 
Briefly, the more important advantages are: 

1. Cost data (based on man days worked, materials used, ete.) can be 
directly related to work accomplished in prior periods and offers a basis 
for comparison with proposed plans. 

2. A proposed work plan (budget) stated in terms of costs (total resources 
to be consumed) can be realistically evaluated against new money require- 
ments by taking into consideration inventories and other resources on order 
and on hand at the beginning and those resources to be carried over for 
use in subsequent periods. 

3. Cost data can be related to the responsibilities of each segment of the 
organization and its accomplishments. 

4. Cost budgeting permits maximum opportunity for exercise of manage- 
ment initiative and precludes need for rigid fund control (on a detailed 
basis) with its deadening influence. 

The primary advantage of budgeting on a cost basis to both maangement and 
the Congress is that total resources to be used (on hand, on order and to be 
procured) are reviewed rather than limiting the budget review processes to 
new money in the form of an appropriation request. In terms of numbers of 
activities or appropriations, there is a relatively close relationship between 
obligations, expenditures and costs in those many operations primarily concerned 
with personal services. On the other hand, dollar-wise, the greatest significance 
attaches to those appropriations relatively few in number but which provide for 
operations involving vast quantities of materials and physical assets. Major 
procurement, construction and research and development ordinarily fall in 
the latter category and it is in these areas that budgeting on a cost basis would 
produce major savings, although its adoption would improve financial manage- 
ment in many other areas to a lesser degree. 

It should be noted that agency budgets can be formulated and administered 
on a cost basis under present practices of stating appropriation authorizations 
on an obligation basis and this is currently being done in some cases. The cost 
presentation is confined to the justification materia! in the greater number of 
such instances. However, the impetus to furnish cost data to the Congress would 
be greatly enhanced by teaming up the cost based budget with the proposal for 
stating appropriations on an accrued expenditure basis as proposed in Rec- 
ommendation No. 7 of the Hoover Commission Report on Budget and Accounting. 
This would provide the best opportunity for improved correlation of programing, 
budgeting and accounting. We strongly recommend the inclusion in this bill 
of further amendments to provide for stating appropriations on an accrued ex- 
penditure basis for the reasons stated below. 
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Accrued expenditure appropriations.—Congressional control of costs and ex- 
penditures can only be achieved by the maximum utilization of many tools. 
Budgeting on a cost basis and placing the executive budget and congressional 
appropriations on the basis of annual accrued expenditures can be made important 
tools for the Congress if effectively installed. 

The basic need of the Congress is adequate factual data as a basis for decision 
making. The facts furnished to the Congress can be no better than those avail- 
able to the management for its own purposes, that is, the needs of the two for fi- 
nancial and operating data, although differing as to extent of detail, are en- 
tirely compatible. It seems reasonable to conclude that the best basic approach 
to a review of the budget is one which provides for (1) consideration of a pro- 
posed work plan or program to be accomplished, (2) what was accomplished in 
preceding periods and (3) costs for both in terms of total resources consumed. 
With this point of departure the budget can then be assessed in term of (a) 
costs to be incurred, (0) resources already available in terms of inventories, etc., 
plus carried-over funds, and (c) new money or authority needed. The essen- 
tial difference in this approach, which ties in with the recommendations for 
cost budgets and accrued expenditure appropriations, as contrasted with present 
practices based on appropriations stated in terms of obligation authority is the 
degree of emphasis which the latter places on new money rather than total re- 
sources to be consumed and the extent of resources already available. 

In the operations concerned primarily with salaries and travel expense the 
time relationship between the creation of an obligation and an expenditure is rel- 
atively short. In such circumstances, resources available other than new money 
are ordinarily of no great significance and there is ordinarily a rather direct 
correlation between obligations, expenditures, and costs. These are the opera- 
tions which represent the larger group in terms of numbers but represent the 
less significant portion of the budget from a dollar standpoint. In the area of 
operations where long lead-time is characteristic such as, major procurement, 
construction, and research and development, which represent the greater dollar 
portion of the budget, obligation and expenditure data have their greatest limita- 
tions for both Congress and management. 

The advantages of placing appropriations on an accrued expenditure basis are 
both tangible and intangible. The annual budget surplus or a deficit is determined 
on the basis of expenditures. Establishing a direct correlation between annual 
appropriations and expenditures vests in the Congress a much greater opportunity 
to control the level of operations during a particular budget year. This would 
mean the elimination of the vast carryover balances now available for the expendi- 
ture at the discretion of the executive agencies. The present situation concerning 
available balances stems from the fact that congressional control through appro- 
priation authorizations and Budget Bureau control through apportionments are 
both stated in terms of authority to obligate rather than budgeted work plans for 
the cost of goods and services estimated to be received. 

On the intangible side, it has often been pointed out that there is, perhaps, an 
unavoidable implication that funds which have not been obligated are either not 
needed or are available in lieu of new money. This, of course, is a fallacious 
assumption when total authority is granted in a lump sum initially for activities 
involving long lead time such as ship construction. Nevertheless, attention may 
well be diverted from the question of accomplishments at minimum cost over the 
period of the program to the one of almost sole emphasis on the amount of new 
money being requested. In the past, it has sometimes been said that expenditures 
are the inevitable result of granting obligation authority with the attendant impli- 
cation that once having granted obligation authority all opportunity for subse- 
quent adjustment is lost. An examination of present-day practices in the long 
lead time area (procurement, construction, and research and development) dem- 
onstrates the obvious fallacy of this reasoning as evidenced by the extensive 
reprograming, multitudinous changes in engineering plans and specifications dur- 
ing the period of production of many items and other similar factors. Because 
of these inherent factors in the operations involved, cost budgets, teamed with ap- 
propriations on an accrued expenditure basis, would require a type of continuing 
budget presentation that would bring out the adequacy of management planning 
or the lack of it and give the Congress an opportunity to have a voice in setting 
the level of operations from year to year. 

It is inherent in the recommendations under discussion that congressional 
authority be granted for the advance planning which necessarily precedes the 
phase of operations covered in an annual accrued expenditure budget. In the 
past, this authority has been termed contract authorizations but it is a signif- 
icant fact that heretofore both contract authorizations and subsequent appro- 
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priations were stated in terms of obligational authority whereas under the rec- 
ommendations herein being considered only the initial authorization would 
be stated in terms of the broad and difficult to apply concept of obligations 
whereas annual authority could be stated much more definitely in terms of 
accrued expenditures because of the time factor. It is essential that the initial 
authority which may cover a forward period, sometimes as great as 5 years 
or more, be in the most flexible terms, and requests for such authority obviously 
cannot be supported with detailed plans. On the other hand, as these plans 
take shape in succeeding years much more precise planning and authorizations 
are practical when stated in terms of accrued expenditures. Thus, the current 
recommendations are not, nor need not be, viewed as a return to prior practices 
during the period when contract authorizations were prevalent and significant 
weaknesses were apparent. 

Section 1 (c).—The proposed section 218 of the Budget and Accounting Act, 
1921, pertains to the operations of the Bureau of the Budget in the discharge 
of its own responsibilities and primarily involve management decisions affecting 
that Bureau. We believe these are matters which can best be determined by 
the Bureau and the Congress and, accordingly, we offer no specific views in 
the matter. 

Section 2 (a).—Our comments above on the proposed sections 216 (c) and 
(d) are equally applicable to this section 2 (a). We, therefore, endorse the 
objective to obtain consistency in organizational structure, budget classifi- 
cations, and accounting systems within each executive agency. 

Section 2 (b).—We endorse this amendment to section 113 of the Budget and 
Accounting Procedures Act of 1950. The maintenance of accounts on an accrual 
basis is one facet which is essential to the accomplishment of the objectives set 
forth in other sections of the bill. Experience under the joint accounting im- 
provement program clearly indicates that the accrual basis, when applied to 
significant items, is a major factor in providing better control over resources and 
liabilities and is an essential element in obtaining adequate cost data. Our 
statement of accounting principles provides for the appropriate use of the accrual 
basis. We also believe that adequate monetary property accounting records, 
as an integral part of accounting systems, are essential to several other pro- 
posed amendments such as accrual accounting, cost budgeting, etc., as well as 
the specific advantages to management which will result from adequate financial 
accounting for property. 

Section 2 (c).—The proposed section 120 of the Budget and Accounting Pro- 
cedures Act of 1950 would establish a “Staff Office of Accounting” in the Bureau 
of the Budget. The objective of this recommendation, as we understand it, 
is to afford a means by which the executive branch can more effectively meet its 
responsibilities to stimulate improvements in accounting. The recommendation 
recognizes a need for continuing joint action of the executive and legislative 
branches as now provided for under the joint program for improving accounting 
in the Federal Government. The Budget and Accounting Procedures Act of 
1950 recognized the coordinate responsibilities of agency management, the Secre- 
tary of the Treasury, the Director of the Bureau of the Budget, and the Comp- 
troller General for making continuing improvements in the financial management 
of Federal Government activities. 

In its accounting and reporting provisions the statute clearly places responsibil- 
ity upon the Comptroller General for principles, standards, and related require- 
ments; directs the General Accounting Office to cooperate with the executive 
agencies in the development of their accounting systems and to approve them 
when deemed by the Comptroller General to be adequate and in conformity with 
the principles, standards and related requirements prescribed by him; and places 
upon the General Accounting Office the responsibility for the review of account- 
ing systems of the executive agencies. As recognized in the report of the Hoover 
Commission on Budget and Accounting, the Comptroller General has equipped 
himself to carry out these responsibilities through the exercise of his accounting 
system function. Particular stress in the report is laid upon the excellent 
cooperation developed between the General Accounting Office and the executive 
agencies. No diminution or change in this cooperative working relationship be- 
tween the General Accounting Office and the executive agencies is contemplated, 
nor do we presume that any change is intended or implied by the recommenda- 
tions under discussion. 

Within the executive branch the head of each executive agency is assigned the 
responsibility by section 113 (a) of the Budget and Accounting Procedures Act 
of 1950 of establishing and maintaining adequate systems of accounting and 
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internal control in conformity with the principles, standards and related require- 
ments prescribed by the Comptroller General as referred to therein. It is our 
view that primary reliance must, of necessity, continue to be placed upon the 
head of each executive agency because of the fact that accounting is an integral 
part of total management responsibility and any effort to obtain improvements 
must have the full support of agency management to be successful. Added em- 
phasis on getting the job done governmentwide could be very helpful in expediting 
progress if appropriately carried out. We do not believe, however, that spe- 
cific legislation is required in order for the Bureau of the Budget to undertake 
action of the character provided for in the legislation. Moreover, we question 
the desirability of specifically providing for an organizational unit and for the 
position of assistant director for accounting by statute. It is our observation 
that such statutes are likely to become outnaoded when organizational provisions 
are included therein. 

Such an effort need in no way be exercised in a manner inconsistent with the 
join accounting improvement program carried on jointly by the Secretary of the 
Treasury, the Director of the Bureau of the Budget and the Comptroller General 
of the United States for the last several years. The essence of this arrange- 
ment is the recognition of the fact that each of the central agencies concerned, 
along with individual executive agencies, has a part to play in the total operation 
and that the desired results can only be achieved through joint efforts carried 
out with mutual respect for the responsibilities of each. 

The new section 121 of the Budget and Accounting Procedures Act of 1950, 
also proposed by section 2 (c) of the bill, would provide for the appointment of 
a comptroller in each executive agency. We endorse the emphasis placed on the 
financial management function in each executive agency which is the apparent 
objective of the proposed section 121. However, because of the wide divergence 
in size, functions, and existing organizational patterns in the many executive 
agencies, it is doubted that any single pattern of organization will fit all agencies. 
In the final analysis, the responsibility for financial management must neces- 
sarily rest upon the head of each executive agency as a part of his total manage- 
ment responsibility. This has been made abundantly clear as a matter of statute 
in section 113 (a) of the Budget and Accounting Procedures Act of 1950, previ- 
ously referred to above. 

Section 3.—The simplification of the allotment system for allocating funds is 
sound and most desirable. The existing unwarranted subdivision of funds is 
one of the greatest deterrents to improved financial management. We believe 
that administrators may be willing to forego the type of control associated with 
many present allotment systems when accounting systems have been installed 
to provide costs as a basis of operating control. Better programing tied in with 
improved accounting through the development of budgets based on costs, as 
proposed by this bill, should serve to answer this problem. 

Section 4.—This section would require each executive agency to maintain a 
single account under each appropriation title or fund. We endorse the objective 
of this proposal but feel that it should be adopted for only appropriations or 
funds which are stated on an accrued expenditure basis. The Committee on 
Government Operations is presently considering proposed legislation (H. R. 
9593) which would permit the consolidation of all prior year obligations under 
each annual appropriation into one account thereby requiring only two ac- 
counts—one current account and one for prior year obligations—under each 
annual appropriation title. We strongly favor the use of two accounts where 
such accounts are not stated on an accrued expenditure basis. 

Section 5.—This section would provide for a joint study by the Bureau of the 
Budget and the General Accounting Office relating to accounting and internal 
auditing. Much has been accomplished in these areas in the past by the Gen- 
eral Accounting Office both on its own and under the joint accounting improve- 
ment program with the Bureau of the Budget and the Secretary of the Treasury. 
This work is carried on as a regular part of our comprehensive audit program 
and in the discharge of our accounting systems responsibilities. We expect to 
continue these studies and investigations. The results of these efforts are made 
available to the Congress through our regular reporting processes, but we would 
be pleased to cooperate with the Congress in any special effort having as its 
objective the improvement of accounting and internal auditing. 

Sincerely yours, 
JOSEPH CAMPSELL, 
Comptroller General of the United States. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 23, 1956. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of February 21, 
1956, inviting the Bureau of the Budget to comment on H. R. 9402, a bill “To im- 
prove governmental budgeting and accounting methods and procedures, and for 
other purposes.” 

This bill is based upon the budget and accounting report of the Commission on 
Organization of the Executive Branch of the Government. The Bureau of the 

sudget has the following comments to offer on the various provisions of H. R. 
9402. 
AMENDMENTS TO THE BUDGET AND ACCOUNTING ACT, 1921 


Section 1 (a).—This subsection adds additional language to section 213 of the 
Budget and Accounting Act of 1921. It is designed to implement Recommenda- 
tion No. 22 of the Hoover Commission budget and accounting report. In making 
this recommendation, the Hoover Commission suggested amending the Budget 
and A°counting Procedures Act of 1950 to make the Bureau of the Budget re- 
sponsible for developing comprehensive reports of the financial results of activi- 
ties for the Government as a whole and for each of its major component activities. 
Since this subsection amends the Budget and Accounting Act of 1921 and specifies 
the preparation of comprehensive reports showing financial results for activities 
of the departments and establishments, it is more limited in coverage than the 
Hoover Commission recommendation. Under the definitions of the 1921 act, 
the terms “department and establishments” exclude the legislative branch and 
the Supreme Court. 

It should be noted that this recommendation is also the subject of separate 
pending legislation: H. R. 8236 and S. 3323, bills “to provide for comprehensive 
reports by the Bureau of the Budget with respect to all branches of the Gov- 
ernment and the executive agencies thereof.” Both of these latter bills amend 
the Budget and Accounting Procedures Act of 1950 and, as indicated by their 
titles, their coverage is broader. 

The existing provisions of the Budget and Accounting Procedures Act of 1950 
require that the Secretary of the Treasury prepare reports that will “present 
the results of the financial operations of the Government” and this bill does 
not amend that requirement. This provision would, therefore, hold a potential 
for duplication of effort in the central agencies as well as undesirable effects 
in the operating agencies required to produce the necessary information. 

The development of an integrated system of financial reporting by the Federal 
Government that would avoid duplication of effort in the operating and central 
agencies is one of the major objectives of the joint accounting program. Prog- 
ress has been and is being made in that direction, based on the cooperative efforts 
of the General Accounting Office, the Bureau of the Budget, the Treasury De- 
partment, and the operating agencies. Illustrative are recent improvements 
in the central reports issued by the Treasury Department. Work is currently 
underway on the development by the operating agencies of the kinds of financial 
information which will be needed to provide the basis of improved central 
reports of the types recommended by the Hoover Commission. The Bureau of 
the Budget fully supports the objectives of the Commission in this respect. As 
the Commission task force noted, however, this objective cannot be completely 
attained until the accounting systems throughout the executive branch have 
been developed sufficiently to produce the necessary data. 

In view of these facts we believe that legislation on this subject at this time 
would be premature. We recommend, therefore, that section 1 (a) be deleted 
from H. R. 9402. 

Section 1 (b).—This subsection would amend section 216 of the Budget and 
Accounting Act of 1921 and would have the effect of writing into law four of the 
Hoover Commission recommendations. As amended, subsection (a) of section 
216 would require the use of cost based operating budgets by all departments 
and establishments as proposed in Recommendation No. 3 of the Hoover Com- 
mission. Subsection (b) would require internal quarterly performance reports 
to the heads of departments and establishments; annual agency reports on the 
conduct of operations to the Bureau of the Budget; and an annual report from 
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the Bureau of the Budget to the President on the performance of all depart- 
ments and establishments. This would enact Recommendation No. 2 and the 
remainder of Recommendation No. 3 of the Hoover Commission. Subsection (c) 
would direct the preparation of appropriation requests on a cost basis, con- 
sistent with the suggestions contained in Hoover Commission Recommendation 
No. 6. Subsection (d) would require the submission of data on program costs 
and accomplishments and provide for review of organizational performance, 
thus covering that portion of the Commission’s Recommendation No. 4 that is 
not already specified in the Budget and Accounting Act, as amended. 

The Bureau of the Budget is in agreement with the objectives of each of the 
Hoover Commission recommendations involved in section 1 (b) of H. R. 9402. 
Each of these proposals can, however, be implemented without specific legis- 
lation of the type proposed. 

With regard to the proposed section 216 (b), for example, the entire report- 
ing process has been given continuous attention by the Bureau of the Budget 
as part of its management functions and responsibilities. The Bureau has en- 
couraged agency action in the development and internal use of suitable perform- 
ance information for management and budgetary purposes. The complexity 
of agency operations and the variety of purposes to be served makes it undesir- 
able, however, to fix the timing of internal reports in the manner proposed in 
this legislation. With respect to external reporting, the agencies regularly sub- 
mit reports on the conduct of operations to the Bureau of the Budget as part 
of the budget process; and the Bureau submits pertinent information of this 
type to the President informally throughout the year and more formally during 
the period of annual budget formulation. 

The matter of improving performance reports is not so much one of prescribing 
requirements as it is one of applying sufficient staff to the work to bring about 
more rapid accomplishment of the desired improvements. Work needs to be 
concentrated on determining the requirements to be met in relation to the in- 
formation available at each level of operation, and on developing the necessary 
data in a form calculated to be most helpful to those who will use it. The Presi- 
dent and other officials of the executive branch all now have adequate authority 
to obtain the reports and information which they require. In order to permit 
the development of reporting practices most suitable to the purposes to be served 
at each management level, the Bureau of the Budget would therefore recommend 
against enactment of the proposed section 216 (b). 

The other proposed subsections—216 (a), (c), and (d)—specify the use of costs 
for management and budgetary purposes. Costs are recognized as an important 
element in management and budgeting in the executive branch and this Bureau 
in recent years has been encouraging the introduction of such data into the 
budget process. We understand by these subsections that reference is made to 
the type of cost-based budgets we have been introducing—showing costs recon- 
ciled to obligations. The use of cost information as proposed, however, is depend- 
ent upon the ability of agency accounting systems to produce such data. While 
the joint accounting program has made considerable progress in advancing the 
cost concept throughout the Government, the installation in the agencies of ac- 
counting systems that develop such data will take a long time. This is recog- 
nized in section 2 (b) of this bill which requires such installations “as soon as 
practicable.” We believe that a similar provision should be included in sub- 
sections 216 (a), (c), and (d). In addition, we suggest the deletion of the last 
part of subsection (d) which requires a review of performance by prganizational 
units whenever such units do not coincide with performance budget classifications. 
This provision would add much detail inappropriate for inclusion in the budget 
document itself. Such material can be furnished the Congress as part of the 
budget justifications. With these changes the Bureau of the Budget has no ob- 
jection to the enactment of subsections 216 (a), (¢c), and (4d). 

Section 1 (c).—This subsection of H. R. 9402 adds a new section to title II of 
the Budget and Accounting Act of 1921. The language is directed toward par- 
tial implementation of the first recommendation in the Hoover Commission 
budget and accounting report—more particularly that part concerned with staff 
assignments in the Bureau of the Budget. It directs the placement of Bureau em- 
ployees in the principal departments and establishments on a rotating basis, 
specifies that not more than two persons shall be placed in each principal sub- 
division of such units, and indicates that such persons shall possess the com- 
bined skills of a statistician, cost accountant, administrative expert, and pro- 
gram analyst. 
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This subsection of the bill involves the all-important area of Bureau-agency 
relationships. For best results, the Bureau has found that relationships with 
the agencies must be based on cooperation and mutual understanding of the 
basic factors underlying the submission and presentation of agency budgets. 
Limited attempts toward the type of arrangement proposed have met with little 
success in the past. The enactment of legislation on this point would, we be- 
lieve, have an undesirable effect on the cooperative effort required between 
this Bureau and the agencies in developing the executive budget. In addition, 
it would be difficult for the Bureau to meet the specifics of this section in terms 
of staffing and rotation of assignments and it would be virtually impossible to 
find persons with the stated qualifications. The Bureau therefore recommends 
against enactment of section 1 (c). It is proposed to adopt a substantial part 
of Recommendation No. 1 by administrative action. 


AMENDMENTS TO THE BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 2 (a).—This subsection covers Hoover Commission Recommendation 
No. 5, which suggests further synchronization of agency organization, budget, 
and accounting classifications. This is a desirable objective, one that meets 
with full agreement throughout the executive branch when the principle is 
applied on a practical basis. Since adoption of the performance budget concept, 
the Bureau of the Budget and joint accounting program staff have continuously 
emphasized this need. Considerable progress has been made and the agencies 
are directing efforts toward the resoluton of existing problems in this area under 
instructions issued by the Bureau of the Budget. 

Experience has shown that this principle must be applied on an individual 
agency basis—striving for consistency to the extent feasible while recognizing 
the need for adequate budget presentation of the programs conducted by the 
agency. In view of the progress made to date, the governmentwide acceptance 
of this objective, and the continuous attention being given this subject in the 
budget process, the legislation proposed would be unnecessary. Accordingly, 
the Bureau of the Budget recommends that section 2 (a) not be enacted. 

Sec. 2 (b).—This provision has the effect of requiring each agency to maintain 
an accrual accounting system, including appropriate monetary property 
accounts. The purpose of this requirement is to provide cost information to 
serve the Management and budgetary needs of the agency and the Government. 
The section is based upon two of the Hoover Commission recommendations in 
the accounting area—Nos. 14 and 16. 

The maintenance of accounts on the accrual basis is generally recognized as 
the most suitable method of obtaining information that provides for full dis- 
closure of agency operations and financing. The installation of such systems has 
been one of the major objectives of the joint accounting program. By reason 
of the nature of the work involved, however, this is a long-range job—which 
is recognized in the language of this subsection. In view of the relationship 
of this proposal to the legislation for cost-based budgeting contained in section 
1 (b) of this bill, the Bureau of the Budget similarly has no objection to the 
enactment of section 2 (b). 

Sec. 2 (c).—This portion of the proposed bill would add two additional sec- 
tions to the Budget and Accounting Procedures Act of 1950. These two new 
sections would establish a staff office of accounting in the Bureau of the Budget, 
headed by an assistant director for accounting, who would be appointed by the 
President and assigned specific duties; and would authorize and direct the head 
of each executive agency to provide for the appointment of a comptroller who 
would similarly be assigned specific duties. This reflects Hoover Commission 
Recommendation Nos. 10 and 11, which are also the subject of separate pending 
legislation: H. R. 7209, H. R. 7338, S. 2369, and S. 2480, bills “To provide for 
improving accounting in the executive branch of the Government, and for other 
purposes.” 

The substance of Recommendation Nos. 10 and 11 is very fundamental to the 
general purpose of the report on budget and accounting. Assistant Director 
Rappaport has recently been designated as responsible for expanding the account- 
ing group of the Bureau of the Budget and implementing these recommendations. 

It is our understanding that the purpose of the Hoover Commission recom- 
mendations on this subject was to propose these organizational arrangements 
for consideration of the heads of the affected agencies, rather than to suggest 
the passage of legislation on the matter. This subsection, however, would 
prescribe by law the internal organization and functions for financial manage- 
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ment in the executive agencies. This runs counter to the principle of organi- 
zational flexibility reflected in the recommendations of the first Hoover Com- 
nission, which were strongly endorsed by the Congress in subsequent legislative 
enactments. In order to provide for the most practicable and efficient operation 
in each agency, the responsible head of the organization should be permitted 
flexibility in the assignment of functions and duties, rather than to have a rigid 
organization pattern imposed by law on his fiscal organization. 

Moreover, the provision for Presidential appointment of an assistant director 
for accounting in the Bureau of the Budget, as prescribed in this legislation, is 
inconsistent with the present method of appointing assistant directors. Ap- 
pointments are now made by the director of the Bureau of the Budget and we 
consider that to be the appropriate method. 

The Bureau of the Budget feels that this legislation is undesirable and there- 
fore proposes deletion of section 2 (c) of H. R. 9402. 


ADDITIONAL PROVISIONS 


The remaining three sections of this bill establish new basic legislation in the 
area of budgeting and accounting in the Federal Government. 

Section 3.—This section establishes the intent of Congress that. the Govern- 
ment’s allotment system should be simplified, with the objective of establish- 
ing a single allotment for each operating unit in an agency. This would directly 
implement Hoover Commission Recommendation No. 13, which has met with 
complete agreement in the executive branch. 

A single allotment for each operating unit is desirable from the management 
standpoint an is urged where practicable to provide maximum flexibility in the 
conduct of operations. Effective progress has been made, particularly in the in- 
stallation of accrual accounting systems. In such installations, allotments are 
generally established for fund control at the highest practical level, with sub- 
ordinate cost accounts utilized for operational control purposes. 

While this work has proceeded and could continue on the basis of administra- 
tive direction, the Bureau of the Budget would have no objection to enactment 
of this section of the bill in view of its relationship to the provision for adoption 
of accrual accounting. 

Section 4.—This part of this proposed legislation prescribes the use of a single 
account for liquidation of valid obligations under each appropriation or fund 
in the respective executive agencies. This represents a direct legislative state 
ment of Hoover Commission Recommendation No. 17, which is directed toward 
simplification of existing accounting requirements. 

Legislation is necessary to enable implementation of this Hoover Commission 
proposal, and a bill suitable for this purpose has been developed under the joint 
accounting program. This proposal has been introduced as separate legislation, 
designated as H. R. 9593 and S. 3362. This separate legislation not only would 
provide for a desirable simplification in the maintenance of appropriation ac- 
counts but would also carry out Hoover Commission Recommendation No. 18— 
which is not covered by H. R. 9402. This latter recommendation suggests the 
settlement of valid claims within the agencies rather than by the General Account- 
ing Office. 

The proposed bills mentioned immediately above differ from the provisions of 
section 4 of H. R. 9402 in that all prior year accounts under a single appropria- 
tion would be merged into one account but would be kept separate from the 
current appropriation. This relatively minor deviation from the Hoover Com- 
mission proposal is considered desirable to avoid the possibility of augmentation 
of current year funds by excess obligating authority accruing from prior year 
appropriations. 

In view of these considerations, the Bureau of the Budget recommends the 
deletion of section 4 from H. R. 9402, but suggests favorable consideration of the 
separate legislation identified above in order to attain the accounting simplifica- 
tions desired. 

Section 5.—The last section of this bill would require the Comptroller General 
and the Director of the Bureau of the Budget to make joint studies of steps to 
eliminate duplicate accounting within the Treasury Department and between 
that Department and other agencies, and of internal auditing in executive agen- 
cies; and to report to the Congress on their findings within 2 years of enactment 
of the legislation. This is directed toward accomplishment of Hoover Commission 
Recommendation Nos. 20 and 25. 

As previously pointed out, the improvement of central accounting and reporting 
has been a major activity under the joint accounting program since its inception. 
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Work is currently underway on installation of a system designed to eliminate 
duplicate accounts within the Treasury Department. As for the elimination of 
duplicate accounts between Treasury and the agencies, this is a matter of cur- 
rent concern tu a joint working group established for the simplification of the 
central accounting and reporting processes. This group has as a primary objec- 
tive the elimination of such duplicate accounts as soon as such action is feasible. 
A joint study like that proposed, therefore, seems to us to be unnecessary. 

The subject of internal auditing has also been given continuous attention 
under the joint accounting program. It has been recognized as a basic element 
in the internal control systems required in the agencies by the Budget and Ac- 
counting Procedures Act of 1950. In this framework, the internal audit prac- 
tices of the agencies are under continuous study by General Accounting Office 
staff in the conduct of their comprehensive audit program, Their findings and 
recommendations on this subject are included in the audit reports prepared for 
submission to the Congress. Nevertheless, as a result of the Hoover Commission 
proposal, a special study such as that proposed here will be considered by the 
central agencies conducting the joint accounting program. 

In view of the circumstances and the fact that these are one-time investiga- 
tions, legislative provision for the conduct of these studies is unnecessary. The 
Bureau of the Budget, therefore, recommends against enactment of section 5 of 
the bill. 


SUMMARY 


After thorough consideration of the proposed H. R. 9402, the Bureau of the 
Budget is of the opinion that while the basic objective of this bill is meritorious 
and highly desirable, most of the proposed actions can be accomplished more 
readily and appropriately by administrative action. However, as indicated 
above, the Bureau of the Budget would have no objection to the enactment of 
those sections of the bill that provide for the use of accrual accounting and cost- 
based budgeting. Such legislative provisions would firmly establish these prin- 
ciples for use in governmental budgeting and accounting, which would in turn sup- 
port current efforts under the joint accounting program, and provide a stimulus 
for further implementation of other Hoover Commission proposals relating to 
budgeting and accounting. 

Sincerely yours, 
(Signed) ROwLanp HuGHEs, 
Director. 





ExHrsit G 


Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR CONGRESSMAN Dawson: This is in reply to your request of February 21, 
1956, for a report on H. R. 9402, a bill “To improve governmental budgeting and 
accounting methods and procedures, and for other purposes.” 

This Department favors the objectives of this bill, but regards some of the 
proposed specific statutory changes as unnecessary. Significant progress toward 
the orderly development and improvement of Federal budget and accounting 
practices is being made under present laws. 

The bill provides for the amendment of the Budgeting and Accounting Act of 
1921 and the Budget and Accounting Procedures Act of 1950 in accordance with 
certain recommendations contained in the Budget and Accounting Report of the 
1955 Commission on Organization of the Executive Branch of the Government. 
The Department of Agriculture offers the following comments on the specific pro- 
visions of H. R. 9402. 

Section 1 (a).—This section amends section 213 of the Budget and Account- 
ing Act of 1921 to make the Bureau of the Budget responsible for developing 
comprehensive reports showing the financial results of the activities of the depart- 
ments and establishments. It is substantially the same as Hoover Commission 
Budget and Accounting Recommendation No. 22, except that it excludes the 
legislative branch and the Supreme Court. 

The Department in general has no objections to this provision. It is our 
opinion that, under present accounting systems, the financial information appar- 
ently contemplated in the bill can be furnished without undue difficulty. We 
assume that the Director of the Bureau of the Budget, in prescribing regulations 
for the preparation of the reports, would take into consideration the kinds of 
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accounting and program data available and appropriate to the types of opera- 
tions conducted. Furthermore, much of the financial information of the type 
referred to in the bill now appears in the annual budget, and any reporting regu- 
lations which may be issued upon enactment of this bill should be drawn so as 
to avoid duplication of this reported information. 

In view of the existing responsibilities of the Treasury Department in the 
area of central financial reports, it is believed the bill should more clearly dis- 
tinguish between the responsibilities of the Treasury and the Budget Bureau in 
order to avoid all possible confusion or duplication, particularly in their rela- 
tionships with individual agencies. Section 114 of the Budget and Accounting 
Procedures Act of 1950 placed in the Treasury Department the primary respon- 
sibility for overall financial reporting on the Government’s activities. The lan- 
guage proposed in section 1 (a) of the subject bill could serve to generate an 
overlapping of functions and a duplication in reporting requirements. 

Sections 1 (b) and 2 (b), in part.—Section 1 (b) provides, in part, for the 
amendment of section 216 of the Budget and Accounting Act of 1921 to require 
the use of cost-based operating budgets by all departments and establishments 
(sec. 216 (a)) and to require the preparation of appropriation requests on a 
cost basis (sec. 216 (c)). Section 2 (b) provides, in part, for the amendment 
of section 113 of the Budget and Accounting Procedures Act of 1950, to require 
that each agency maintain its accounts on an accrual basis. These changes were 
proposed in Recommendations Nos. 3, 6, and 14 of the Hoover Commission 
Report on Budget and Accounting. 

The Department is opposed to the blanket application of these requirements to 
all agencies in all instances. The Department has favored the development and 
application of cost budgeting and accrual accounting in program areas where 
these concepts can be used in a meaningful and beneficial manner. We are not 
convinced, however, that these principles could or should be extended to all 
activities. 

In this Department, the cost and accrual concepts are genuinely applicable 
only in rare instances, principally businesstype activities, where these concepts 
are now being used to the extent possible. However, in the great majority of 
our activities, the cost of providing public services is virtually synonymous with 
the obligations for such services and there would be scant justification for 
incurring the expenses of converting to the cost basis for budget presentation, 
and the accrued expenditure basis for accounting, where the differences from 
obligations would be so slight—particularly since it will be necessary, in any 
event, to continue to maintain controls and accounts on an obligation basis. 

In any evaluation of the merits of budgeting for accrued expenditures, com- 
pared with budgeting for obligations, the real issue to be considered is whether 
the one offers a superior method of Congressional or administrative control. 
Payments are made, and accrued expenditures are incurred, as a consequence 
of obligations made by Government agencies. It is the authority to make firm 
obligations against the Government which gives rise to the expenditure of Gov- 
ernment funds and controls the level of such expenditures. Traditionally, the 
authority to obligate has served as the control on the part of the Congress. 
If Congress is to control Federal expenditures effectively, it must continue to 
provide and control obligating authority, through the use of contract authoriza- 
tions or some similar means. 

As the initial step in the expenditure process, obligations incurred commends 
itself as an effective control point. Both Congress and the administrators of 
programs can control obligations. Goods and services received in a given fiscal 
year cannot be as effectively controlled by those charged with the responsibility 
for a program. The goods and services actually received might depend on 
numerous factors which cannot be estimated or controlled. 

The orderly prosecution of an authorized program could well be hampered by 
a limitation on the amount of goods and services which could be received in 
pursuance of obligations properly incurred. 

In summary, the Department believes that if cost-based budgeting and accrued- 
expenditure accounting are to be written into law, it would be most desirable 
to do so on a permissive basis. This could stimulate the use of these techniques 
in areas where they have positive value, such as businesstype activities and 
long lead-time construction programs, while avoiding the problems involved in 
applying them in areas where they would not be genuinely beneficial. 

Section 1 (b).—The remainder of this section would further amend section 
216 of the Budget and Accounting Act of 1921 to require internal quarterly per- 
formance reports to the heads of departments and establishments, annual agency 
reports on the conduct of operations to the Bureau of the Budget, and an annual 
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report from the Bureau of the Budget to the President on the performance of 
all departments and establishments (sec. 216 (b)). It would also require that 
the budget contain data on program costs and accomplishments and a review of 
performance by organizational units, when these do not coincide with perform- 
ance budget classifications (sec. 216 (d)). These provisions were contained in 
Recommendations Nos. 2, 3, and 4 of the Hoover Commission’s Budget and 
Accounting Report. 

The Department favors the objective implicit in section 216 (b), but feels that 
it can be accomplished within existing laws. We strongly believe that over- 
elaborate reports should be avoided. To be most useful, reports should be con- 
cise and be directed toward showing the existence of effective management im- 
provement plans and performance. Reporting requirements should be kept flexi- 
ble and unnecessary duplication with reports required by other central staff 
agencies should be avoided. 

The Department favors the objectives contemplated in section 216 (d), but 
feels that they can be achieved under present legislation. 

Section 1 (c).—This portion of the bill adds a new section to title II of the 
Budget and Accounting Act of 1921. It calls for the placement of Bureau of 
the Budget employees in the major departments and establishments on a 2-year 
rotating basis and is directed toward partial implementation of the first Hoover 
Commission recommendation on budget and accounting. 

This section of the bill involves the important area of Bureau of the Budget- 
agency relationships in the preparation of the budget estimates. The deter- 
mination of budget estimates is one of the primary responsibilities of a depart- 
ment head. This responsibility might possibly be impaired by the presence in 
the process of that determination, of a representative of the agency which will 
later review these estimates. 

The Department has found the existing cooperative relationships with the 
Bureau of the Budget highly satisfactory. It is advantageous to be able to 
consult directly with Bureau personnel on presidential policy with respect to 
budget and other matters. This service might be impaired, to the extent that 
the Bureau representatives assigned to agencies could lose touch with current 
Bureau procedures and policy. The enactment of legislation in this area would 
have an undesirable effect on the existing cooperative relationships and intro- 
duce difficulties into a system that is now functioning smoothly. 

Section 2 (a).—This amendment to section 104 of the Budget and Accounting 
Procedures Act of 1950 requires the departments to work toward maximum pos- 
sible consistency in organizational structure, budget classifications, and account- 
ing systems. It covers Hoover Commission Budget and Accounting Recommenda- 
tion No. 5. 

The Department favors the objectives of this section, but feels that they are 
being achieved under existing laws. Significant progress is being made, along 
established lines, to achieve the consistency contemplated in the bill, to the 
extent that it is feasible. It should be recognized that complete consistency 
cannot be achieved in all cases and that the budget structure, organizational 
arrangements, and accounting systems for each agency should be designed to meet 
its particular circumstances. In this Department, with its complex programs 
and widespread field activities, an attempt at complete consistency would some- 
times require unwieldy, complicated, and costly adjustments. It would also 
deprive administrators of essential flexibility in operating programs. 

Section 2 (b).—The remainder of this section provides for the amendment of 
section 113 of the Budget and Accounting Procedures Act of 1950, to require that 
agency accounting systems include adequate monetary property accounting 
records. This provision is contained in Recommendation No. 16 of the Hoover 
Commission Report on Budget and Accounting. 

The Department favors the objectives of this section, but feels that additional 
legislation is unnecessary. We now require that accounting records be main- 
tained for personal property. Regulations are now being formulated for the 
installation and maintenance of proper monetary real property records, which 
will be made an integral part of the agency accounting system when completed. 

Section 2 (c).—This portion of the bil} would add two new sections to the 
Budget and Accounting Procedures Act of 1950. The first would provide for a 
staff office of accounting in the Bureau of the Budget, headed by an assistant 
director for accounting, who would be appointed by the President (sec. 120). 
The second would authorize and direct the head of each agency to appoint a 
comptroller (see. 121). These changes were suggested in recommendations 
Nos. 10 and 11 of the Hoover Commission Report on Budget and Accounting. 
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The Department is in general agreement with the objective of strengthening 
accounting and budgeting in the Government, but we believe that this can be 
accomplished without legislation specifically requiring the appointment of an 
assistant director of the Bureau of the Budget for accounting and the establish- 
ment of a “comptroller” in each agency. 

The first of these provisions would place in the Bureau of the Budget a staff 
comparable to the Accounting Systems Division of the General Accounting Office. 
The Department strongly believes that accounting leadership should be fixed in 
one central agency and not divided between two such agencies. We endorse and 
actively participate in the joint program to improve accounting in the Federal 
Government, sponsored by the Bureau of the Budget, General Accounting Of- 
fice, and the Treasury Department. At present, the accounting systems division 
of GAO is actively assisting agencies in accounting systems work and the sig- 
nificant progress that has been made in such work is largely attributable to the 
effectiveness of that group. Since working relationships with this group have 
been most satisfactory, it is believed that continuation on the present basis 
is desirable. The division of direction in this field could result in confusion 
and jurisdictional problems which would impede continued progress. 

The Department is in complete agreement with the objectives of the second 
provision—namely, that the duties and responsibilities specifically enumerated 
in this section of the bill should be assigned to a single individual who occupies 
an organizational position that will insure that they receive prompt attention. 
We believe that the Department is now achieving the objectives of this provision 
The director of finance and budget officer in the Department is responsible for 
all matters relating to the administration of the Department’s financial affairs 
We do not believe that it is necessary to identify the position as “comptroller,” 
in order to accomplish the desired results. 

Section 3.—This section would establish new basic legislation in the.area of 
budgeting and accounting. It establishes the intent of Congress that the Gov- 
ernment’s allotment system should be simplified, with the objective of establish- 
ing a single allotment for each operating unit in an agency. It wouid implement 
Hoover Commission recommendation No. 13 on budget and accounting. 

The Department favors the objective of this provision, but feels that it can be 
accomplished under existing legislation. It is the continuing policy of the De- 
partment to simplify the allotment pattern to the maximum practical extent. 

Section 4.—This portion of the bill would provide new legislation prescribing 
the use of a single account for the liquidation of valid obligations under eac! 
appropriation or fund in the respective executive agencies. It expresses directly 
Hoover Commission recommendation No. 17 on budget and accounting. 

The Department is in favor of the objectives of this provision, which has 
also been included in separate legislation, designated as H. R. 95938 and 8S. 3362 
This separate legislation would provide for desirable simplification in the main- 
tenance of appropriation accounts and would also carry out Hoover Commission 
recommendation No. 18 on budget and accounting, which is not covered by 
H. R. 9402. In addition, H. R. 9593 and S. 3362 include a minor but desirahle 
deviation from the Hoover Commission proposal, by requiring that ail prior yea 
accounts under a single appropriation would be merged into one account, but kept 
separate from the current appropriation. 

In the light of these considerations, this Department concurs with the Budget 
sureau recommendation to vou in its letter of March 20, 1956, that section 4 of 
H. R. 9402 be deleted in favor of H. R. $593 and S. 3362. 

Section 5.—This final section of the bill also proposes new bacic legislation 
It would require the Comptroller General and the Director of the Bureau of the 
Budget to make joint studies of: (a) Steps to eliminate duplicate accounting 
within the Treasury Department and between that Department and other agen- 
cies; and (hb) the adequacy of internal auditing in executive departments and 
agencies. This section would implement recommendation No. 20 and 25 of the 
Hoover Commission Report on Budget and Accounting. 

The Department favors the provision concerning the study of duplicate ac- 
counting. However, in view of the continuing studies by the General Account- 
ing Office of the adequacy of agency internal audit programs, the provision con- 
cerning this subject seems to be unnecessary. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 
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ExHIBIT H 
DEPARTMENT OF STATE, 
Washington, May 5, 1956. 
Hon. Wiitt1AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. Dawson: In accordance with your request of February 21, 1956, 
which was acknowledged on February 23, the Department of State submits 
herewith a report and comments on H. R. 9402, “To improve governmental 
budgeting and accounting methods and procedures, and for other purposes.” 
The bill proposes to amend the Budget and Accounting Act of 1921, as amended, 
and the Budget and Accounting Procedures Act of 1950 so as to implement 
certain recommendations of the Commission on Organization of the Executive 
Branch of the Government contained in its report to the Congress in June 1955 
on budget and accounting. 

Section 1 (a) of H. R. 9402 would require the Director of the Bureau of the 
Budget to prepare comprehensive reports showing the financial results of the 
activities of departments and establishments of the Government. It is noted 
that section 114 of the Budget and Accounting Act of 1950 provides ‘The Secre- 
tary of the Treasury shall prepare such reports for the information of the Presi- 
dent, the Congress and the public as will present the results of the financial opera- 
tions of the Government” and requires executive agencies to furnish the Secre- 
tary of the Treasury such reports and information relating to financial condi- 
tion and operations as may be required. It appears that this law provides 
adequate authority and fixes responsibility for the preparation of comprehen- 
sive reports with respect to the financial results of Government activities. Fur- 
ther, passage of the proposed bill in incorporating section 1 (a) would appear 
to create a duplication of responsibility between the Treasury and the Bureau 
of the Budget for the same function. 

Section 1 (b) of the bill would require all agencies to prepare and administer 
their budgets on a “cost” basis rather than on the basis of obligations incurred. 
The Department feels that the comments on this subject contained in the June 
1955 report of the Commission are most applicable to business-type operations 
of the Government, and that the related recommendations of the Commission 
are adaptable less readily to programs of the type found in this Department. 
In activities of the sort which are characteristic of the Department of State, 
it is helieved care should be exercised to make certain that increased accounting 
costs are not incurred without a commensurate increase in the effectiveness of 
the management of the program. The requirements of current Budget-Treasury 
regulations are such that obligations and accrued expenditures are virtually 
identical for all objects of expenditure except office supplies, materials, and 
equipment, which represent a very small percentage of the expenditures made 
by the Department. The additional cost of pricing and distributing withdrawals 
from inventory and depreciation on equipment and other property would appear 
to be excessive in light of the extremely small adjustments they would introduce. 
In the absence of substantial fluctuations in inventory level of office supplies, 
and in replacement schedules on equipment, obligation amounts do not differ 
materially at the appropriation level from accrued expenditures. 

In connection with this section of the bill, the Department invites the attention 
of the committee to the dissents of Commissioners Brown, Farley, and Holifield as 
set forth in the Commission’s report. 

Section 1 (b) of H. R. 9402 provides also for a system of performance report- 
ing. The Commission noted in its report that the current problem is not a result 
of lack of legal authority, Which was granted in the Budget and Accounting 
Procedures Act of 1950, but, rather, technical difficulties in implementing the 
authority. It is believed, therefore, that further elaboration of the existing law 
may not be requisite to a solution of the problem. The Department has been 
working closely with the Bureau of the Budget to improve its own statements of 
program and performance which appear in the published budget. 

Section 1 (c) of the bill would require the Director of the Bureau of the 
Sudget to assign personnel to the principal departments and establishments of the 
Government for the purpose of maintaining a continuous review of budget 
preparation and administration, would establish the qualifications of such per- 
sonnel, and would limit their tours of duty to 2 years. The Department feels 
that working relationships with the Bureau of the Budget have been satisfactory. 
In the present circumstances, the Department can benefit from the comments and 
suggestions of a larger cross-section of the Bureau staff than might be available 
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under a continuous on-site review by a more limited staff. On several occasions, 
cooperative arrangements resulted in the Director of the Bureau assigning mem- 
bers of his staff to the Department on a limited basis, and it is believed that the 
purposes of the on-site review can be served best by such periodic visits. Limiting 
the assignment of an individual to any department to 2 years would result in a 
continuing apprenticeship and the loss of valuable training by frequent reassign- 
ment to differing programs. It is believed that the present arrangement furthers 
mutual understanding and appreciation of the complex forces and factors under- 
lying the Department’s budget presentations, and provides a means for exchange 
of views on management problems. 

Section 2 (a) of H. R. 9402 would require each executive agency to take action 
to achieve consistency, insofar as possible, in its organizational structure, budget 
classifications, and accounting systems. As in the case of section 1 (b), the 
Department believes that adequate legal authority exists to accomplish this pur- 
pose; at present the Department’s budget is based on functions, activities, and 
projects to the extent that it is deemed feasible, considering the nature of the 
Department’s responsibilities and the size and organization of its operations. 
The relationships between the Department’s organization structure and its fiscal 
system are under continuous review. 

Section 2 (b) would require the maintenance of accounts on an accrual basis, 
and the inclusion of monetary property accounting records as an integral part 
of the accounting system. The comments on section 1 (b) set forth above apply 
likewise to the proposal to maintain all Government accounting records on an 
accrued basis. The Department is of the opinion that monetary property 
accounting is significant in the operation of an accrual accounting system; how- 
ever, it is believed that the activities of this Department do not lend themselves 
readily to accrual accounting on an economical basis. The Department is in 
favor of property accounting in terms of items and believes that the present rec- 
ords which are maintained in this manner are adequate. 

Section 2 (c) of H. R. 9402 proposes to establish in the Bureau of the Budget 
a staff office of accounting, headed by an assistant director for accounting, who 
would: 

(1) Develop and promulgate an overall plan for accounting and reporting 
by executive agencies; 

(2) Expedite, guide, and assist in the introduction of modern accounting 
methods ; 

(3) Set schedules for the performance of the functions of executive 
agencies ; 

(4) Stimulate the building of competent accounting and auditing organi- 
zations, and assist actively in the selection, training, and retention of capable 
personnel; and 

(5) Report periodically with respect to the status of accounting in each 
of the executive agencies. 

The Department endorses the principle set by the Congress in enacting the 
Budget and Accounting Procedures Act of 1950, which placed on the head of 
each agency the responsibility for developing an accounting system respondent 
to the needs of his agency. This principle is meritorious in that it recognizes 
that each executive agency is dealing with its own unique functions, and that 
economical and efficient management requires the tailoring of organization and 
administration to meet the requirements of each singular situation. The De- 
partment feels that the proposed centralization of control of fiscal methods 
and procedure would impinge upon the responsibilities of the Departments and 
agencies, and would tend to overemphasize uniformity in methods. While 
believing that accounting uniformity is necessary and desirable to a certain ex- 
tent, the Department does not agree that uniformity alone is a sound basis for 
adopting procedure which does not further the efficiency or economy of its 
operations. 

Under existing provisions of law, the Comptroller General cooperates with 
executive agencies in the development of their accounting systems, and has 
organized facilities for providing advice and assistance in this field. Further, 
he is required to review accounting systems of the executive agencies, and re- 
port his findings to the Congress as well as to the heads of agencies, the Bu- 
reau of the Budget, and the Treasury Department. It would appear that the 
proposed section 2 (c) of H. R. $402 contemplates duplicating these functions in 
the Bureau of the Budget. In these circumstances an executive agency would 
be uncertain as to whether the views of the Bureau of the Budget or the views 
of the General Accounting Office should prevail in the event of differences. 
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The proposed bill requires the assistant director for accounting “(5) to set 
reasonable and definite schedules for the performance of the functions” of ex- 
ecutive agencies, “and to watch and report on their progress.” While the 
present wording would encompass program functions as well as administrative, 
it is assumed the intent is to limit his responsibilities to his area of competence ; 
namely, to the accounting functions of the executive agencies. 

The provision that the assistant director for accounting would “assist actively 
in the selection, training, and retention of capable personnel” would appear in- 
advisable from the viewpoint of organizational responsibility. 

Section 2 (c) also would authorize and direct the head of each executive 
agency to appoint a comptroller responsible directly to him. The desirability 
of this type of organization has been recognized, and recently the comptroller 
function has been established in the Department of State. However, the Depart- 
ment’s concept of this function is broader than that contemplated by H. R. 9402, 
and it is believed that the present responsibilities of the Department’s controller 
permit a more active role in agency management. 

With regard to section 3 of the proposed bill, the Department in the past 
several years has simplified its allotment structure but has not found it possible 
under ali appropriations to finance each operating unit from a single allotment. 

The Department endorses the provisions of section 4 of H. R. 9402 as being in 
the interest of simplification. However, while the Department adheres to the 
precepts of section 1311, Public Law 663, it should be recognized that there will 
always be necessity for adjustments upward or downward in the unliquidated 
obligations of record. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
Rosert C. Ht, 
Assistant Secretary 
(For the Acting Secretary of State). 


Exuipsrr I 


EXECUTIVE OFFICE OF THE PRESIDENT, 
SUREAU OF THE BUDGET, 
Washington, D. C., March 19, 1956. 
Hon. WiitiAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHatrMAN: This is in reply to your letters of July 11 and July 
15, 1955, requesting the views of the Bureau of the Budget on H. R. 7209 and 
H. R. 7338, respectively, bills “To provide for improving accounting methods in 
the executive branch of the Government, and for other purposes.” 

Both of these bills would amend the Budget and Accounting Procedures Act 
of 1950. They are identical except that H. R. 7209 sets forth the amount of 
compensation to be paid the incumbents of the positions established by the 
bill, while H. R. 7338 does not specify a given amount. Each of these bills, 
however, would establish a staff office of accounting in the Bureau of the 
Budget, headed by an assistant director for accounting, who would be appointed 
by the President subject to confirmation by the Senate and assigned specific 
duties; and would authorize and direct the head of each executive agency to 
provide for the appointment of a comptroller, who would be assigned specific 
functions and duties. 

These bills are evidently intended to carry out Recommendation Nos. 10 and 
11 in the report on Budget and Accounting of the Commission on Organization 
of the Executive Branch. In that regard it is not our understanding that the 
Commission necessarily intended that those recommendations should be carried 
out through legislation, but rather, that they are proposals directed to the 
responsible heads of the executive agencies involved. It should be understood, 
therefore, that our comments which are set out below are directed to the use 
of legislation to carry out these proposals rather than to the implementation of 
the recommendations themselves. A 

The proposed legislation would prescribe by law the internal organization 
and functions for financial management in the executive agencies. This conflicts 
with the principle of flexibility reflected in organizational proposals of the first 
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Hoover Commission. The Congress subsequently endorsed this principle in the 
legislative enactment of those proposals, which generally placed responsibility 
for agency functions in the agency head rather than in subordinate officials. 
This allows agency heads flexibility in the assignment of functions and specific 
duties in such a way as to provide the most practicable and efficient operation. 
These bills would run counter to this principle, and we believe that it would be 
undesirable to impose by law a rigid organization pattern on the agencies and 
require specific assignments of duties. 

Additionally, the provisions in these bills for appointment of the assistant 
director for accounting in the Bureau of the Budget are not consistent with the 
method of appointing existing assistant directors. Such appointments are now 
made by the Director of the Bureau of the Budget, and we consider that to be 
the appropriate method. 

In view of these facts, this office recommends against enactment of these 
two bills. 

Sincerely yours, 
Row.LaNp HucGHes, Director. 





EXHIBIT J 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, November 10, 1955. 
Hon. Witit1AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

DEAR Mr. CHAIRMAN: Reference is made to your letter of July 11, 1955, 
acknowledged on July 12, enclosing a copy of H. R. 7209, 84th Congress, request- 
ing our views and recommendations thereon. We also have your letter dated 
July 15, 1955, in reference to H. R. 7338 which was acknowledged on July 20, 
1955. These bills are identical except the latter leaves blank the rate of com- 
pensation proposed for the statutory positions provided for therein. 

Our letter of October 26, 1955, in response to your request of August 18, 1955, 
set forth our views in some detail on each of the recommendations contained in 
the budget and accounting report of the Hoover Commission and, accordingly, 
we shall not repeat the background portion of our comments in this letter. 

This legislation is designed to implement Recommendations Nos. 10, 11 and 12 
of the budget and accounting report of the Commission on Organization of the 
Executive Branch of the Government. Section 120 provides for a staff office of 
accounting in the Bureau of the Budget and defines the duties of such office. 
The purpose of this section is to provide a central authority which would have 
the responsibility for expediting the accomplishment of improved accounting 
throughout the executive branch. This would be in addition to the responsibili- 
ties assigned to the heads of executive agencies in section 115 (a) of the Budget 
and Accounting Procedures Act of 1950. The definition of duties recognizes and 
is not inconsistent with the responsibility of the Comptroller General of the 
United States to prescribe principles, standards, and related requirements pur- 
suant to section 112 (a) of the Budget and Accounting Procedures Act of 1950 
and, if appropriately carried out, need not detract from the effectiveness of the 
current cooperative working arrangements between the General Accounting Office 
and the executive agencies for systems developments. 

It is our view that primary reliance must, of necessity, continue to be placed 
upon the head of each executive agency because of the fact that accounting is an 
integral part of total management responsibility and any effort to obtain improve- 
ments must have the full support of management to be successful. However, the 
objective of the proposed legislation, namely, placing added emphasis on getting 
the job done Government-wide, could be very helpful in expediting progress and 
need in no way be deemed inconsistent with the joint accounting improvement 
program carried on jointly by the Secretary of the Treasury, Director of the 
Bureau of the Budget, and the Comptroller General of the United States for 
several years. 

We do not believe that specific legislation is required in order for the Bureau 
of the Budget to undertake action of the character provided for in the legisla- 
tion. Moreover, we question the desirability of specifically providing for an 
organizational unit and for the position of assistant director for accounting by 
statute. It is our observation that such statutes are likely to become outmoded 
when organizational provisions are included therein. 
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Section 121 provides for comptrollers in each executive agency. Here, again, 
we do not believe that legislation is required. Because of the wide divergence 
in size, functions and existing organizational patterns in the many executive 
agencies, we believe it would be preferable for the statute to omit or, in any 
event, be less specific as to the title and compensation of the official to whom 
the head of the agency would assign the functions and duties described if legis- 
lation is deemed desirable. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





Exurpit K 


TREASURY DEPARTMENT, March 21, 1956. 
Hon. WILLIAM L. DAwson, 
Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 

My DeEarR MR. CHAIRMAN: Reference is made to your letter of July 15, request- 
ing the views of the Treasury Department on H. RK. 7338, a bill “to provide for 
improving accounting methods in the executive branch of the Government, and 
for other purposes.” 

The bill would carry into effect Recommendations Nos. 10, 11, and 12 con- 
tained in the report on budget and accounting, dated June 1955, made by the 
Commission on Organization of the Executive Branch of the Government to the 
Congress. These recommendations are to the effect that the Bureau of the 
Budget should take over leadership and responsibility for improving the Govern- 
ment’s accounting and financial reporting and that the controllership function, 
as recognized in business, should be established in each major department or 
agency. 

The Treasury Department, in recent years, has been a partner of the Bureau 
of the Budget and the General Accounting Office in conducting a joint program 
to improve accounting and reporting in the Federal Government as provided 
for in the Budget and Accounting Procedures Act of 1950 (64 Stat. 832). Hence, 
the Department is in complete accord with the end purpose of the bill to give 
the Government the best possible accounting and reporting at the least possible 
cost. There is some question, however, whether the bill in its present form will 
further this objective. Comments on the provisions of the bill are furnished 
in the attached memorandum. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) W. Ranpotpn Bureess, 
Acting Secretary of the T'reasury. 


COMMENTS ON H. R. 7338 


With regard to section 120 of the bill, it appears that the duties to be imposed 
upon the assistant director for accounting (in the Bureau of the Budget) would 
overlap the present statutory duties and authority of the Comptroller General 
of the United States as specified in the Budget and Accounting Act, 1921 (42 
Stat. 20), Federal Property and Administrative Services Act of 1949 (63 Stat. 
377), Post Office Department Financial Control Act of 1950 (64 Stat. 460), and 
sudget and Accounting Procedures Act of 1950 (64 Stat. 832). Moreover, it 
is possible that because of the reference to reporting, in section 120, the statutory 
duties of the Secretary of the Treasury regarding financial reporting as specified 
in the Budget and Accounting Procedures Act of 1950 and other laws might be 
involved. Enactment of the bill in its present form, without clearing up these 
questions regarding a statutory realinement of authority and responsibilities, 
would inevitably lead to disputes and uncertainties due to jurisdictional conflicts, 
particularly where the General Accounting Office as an agent of the Congress is 
concerned. It is believed that the executive departments and agencies should 
not be placed in the positioniof not knowing precisely to what central authority 
they must look in the matter of accounting and reporting requirements. 

In addition to the above reservations, the Treasury is opposed to specific 
provisions of the bill as follows: 
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(1) A division of accounting control responsibilities between the Comp- 
troller General and the assistant director for accounting as provided in 
section 120 (b) (1), which appears to violate to some extent the generally 
accepted principle of independent audit and raises the question as to who 
is primarily responsible for such control from an administrative standpoint ; 

(2) the provision in section 120 (b) (3) which requires the assistant 
director for accounting to set schedules for performance of functions in the 
agencies but does not confine the functions involved to accounting and 
reporting; 

(3) the provision in section 120.(b) (4) requiring the assistant director 
for accounting to assist actively in the selection, training, and retention of 
capable personnel in the agencies, which is viewed as an infringement on 
the responsibilities of the agencies; and 

(4) the enactment of section 120 which requires the head of each agency 
to provide for appointment of a Comptroller with the advice of the assistant 
director for accounting and prescribes the functions of the comptroller. We 
do not believe it is necessary or desirable to require the establishment of the 
position of comptroller in all agencies regardless of the need or circumstances 
which might prevail in a particular agency. Such action would be a retro- 
gressive step from the progress already made as a result of the previous 
Hoover Commission recommendations in the direction of making heads of 
agencies responsible for proper internal organization and alinement of func- 
tions. For example, Reorganization Plan No. 26 of 1950 places such respon- 
sibility on the Secretary of the Treasury. Therefore, if the position of 
Comptroller should ever be considered necessary or desirable, legislation 
would not be necessary to establish the position and functions. The proposed 
provisions of section 121 are contrary to the provisions of section 113 (a) of 
the Budget and Accounting Procedures Act of 1950 which places responsi- 
bility for the establishment and maintenance of systems of accounting and 
internal control upon the heads of agencies. 





Exnursit L 


THE SECRETARY OF COMMERCE, 
Washington, D. C., March 29, 1956. 
Hon. WILLttAM L. DAwson, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D. C. 


Dear Mr. CHArRMAN: This letter is in reply to your request for the views of 
this Department with respect to H. R. 7338 and H. R. 7209, identical bills to 
provide for improving accounting methods in the executive branch of the Govy- 
ernment, and for other purposes. 

These bills would implement recommendations made by the Commission on 
Organization of the Executive Branch in its report on budget and. accounting 
procedures. 

This Department would interpose no objection to enactment of either of these 
bills if amended as set forth below. 

At present overall responsibility for the development of approved accounting 
systems rests with the Comptroller General and is carried on within his office 
by the accounting systems division. The bills would provide for the establish- 
ment of a similar function in the Bureau of the Budget of the executive branch. 
It is not clear, however, if the bill would provide for discontinuance of the ac- 
counting systems division of the General Accounting Office. It would appear that 
the subject bills should be amended to provide that the function would be car- 
ried on only at the Bureau of the Budget. 

These bills would establish in each executive agency an office of the comp- 
troller who would be appointed by the head of the agency with the advice of 
the assistant director for accounting established in the Bureau of the Budget. 
The comptroller would be responsible for accounting, management, and budget 
functions of the agency. It is believed that the head of the executive agency 
should not be required to clear such appointments with the Bureau of the Bud- 
get and, in any event, clearance with an assistant director for accounting would 
tend to place undue emphasis upon the accounting portion of the comptroller’s 
responsibilities. 
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The bills provide for an assistant director for accounting in the Bureau of the 
Budget to be appointed by the President and with the advice and consent of 
the Senate. At present the Director of the Bureau of the Budget is appointed 
by the President without confirmation by the Senate and there appears to be 
no reason why the assistant director should be appointed with the advice and 
consent of the Senate. 

Both bills would provide a comptroller “for executive agencies.” It is sug- 
gested that this language be amended to read “each executive department or 
independent establishment in the executive branch of the Government, including 
any wholly owned Government corporation.” The revision would make clear 
that subordinate bodies within a Department were not intended to be covered 
by the language. 

It is not believed to be desirable that the compensation of the comptrollers 
of all independent agencies should be established at a uniform rate. The com- 
plexity of management, budgeting, and accounting varies widely from agency 
to agency. It would appear appropriate, therefore, to provide some flexibility in 
this area, although the position of comptroller of each of the departments would 
appear to warrant the grade of GS-15. 

It also appears to be inappropriate to provide that the comptroller will report 
directly to the head of the agency since many of the departments have estab- 
lished an assistant secretary for administration who would appear to be the 
most appropriate official to exercise direct supervision of the comptroller. 

It should be noted that this bill would constitute a departure from the prac- 
tice of placing responsibility in the head of the agency for delegation to such 
officers as he deems appropriate. Although the policy of centralizing control in 
the head of the agency is deemed by this Department to be extremely desirable, 
we would interpose no objection to the enactment of H. R. 7338 or H. R. 7209, 
amended as set forth above, if the Congress believes the establishment of a comp 
troller for each Department and independent ageney to be desirable. 

We have been advised by the Bureau of the Budget that it would interpose 
no objection to the submission of this report to your comiittee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


iexuinit M 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., Mareh 29, 1956. 
Re H. R. 7209 and H. R. 7338. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHATRMAN: Further reference is made to your letter of July 11 re- 
lating to H. R. 7209 and your letter of July 15 relating to H. R. 7338. Each of 
these bills bears the same title, “To provide for improving accounting methods 
in the executive branch of the Government, and for other purposes,” and the 
comments of GSA are requested thereon. ‘These bills are identical except in the 
minor detail that H. R. 7388 does not state the amount of compensation to be paid 
to the assistant director for accounting, and comptrollers in each agency. 

These bills would establish a staff office of accounting in the Bureau of the 
Budget. An assistant director for accounting would be appointed by the Presi- 
dent whose duties would consist of establishing policy for accounting and re- 
porting by the various executive agencies. Such assistant director would assist 
in introducing modern accounting methods; set definite schedules for executive 
agencies; assist actively in selecting, training, and retaining personnel; and re- 
port to the Director of the Bureau of the Budget. 

Further, provision is made for the head of each executive agency, with the 
advice of the assistant director for accounting, to appoint a comptroller who 
would be directly responsible to him. Such comptroller in each agency would 
work closely with the assistant director for accounting in carrying out the func- 
tions of such director as set out hereinabove. 

It appears that the requirement that each and every agency head must seek 
“the advice of the assistant director for accounting” in the appointment of a 
comptroller, is too restrictive. Such procedure might very well set a precedent 
that would require executive agency heads to “seek advice” of some other person 
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prior to the appointment of any ranking official whose services would be re- 
quired to perform the functions of the agency. 

The proposal would also dilute the advantages of the coordinating role en- 
joyed by the Bureau of the Budget, since, to a greater extent than at present, 
the Bureau would be brought into operations. Further, it would serve to divide 
authority, while vesting a responsibility for operations at variance with its 
agency control functions. 

There would be no objection to an agency head seeking advice of the assistant 
director for accounting but it is believed this should be done on a voluntary 
basis without statutory requirement. 

For the reasons above stated, GSA does not favor this proposed legislation 
in its present form. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
FRANKLIN G. FLOETE, 
Administrator. 


EXHIBIT N 
DEPARTMENT OF STATE, 
Washington, March 23, 1956. 
Hion. WitirAM lL. DAWSON, 
Chairman, Committee on Government Operations 
House of Representatives. 


Dear Mr. Dawson: In accordance with your request of July 15, 1955, which 
was acknowledged on July 21, 1955, the Department of State submits herewith 
a report and comments on H. R. 7338, a bill “To provide for improving account- 
ing methods in the executive branch of the Government, and for other pur- 
poses.” This bill is identical in wording to H. R. 7209, on which the Department 
has been requested to comment, except that the latter bill specifies the salaries to 
be paid to the proposed assistant director for accounting and agency comptrollers. 

Section 120 of the bill proposes to establish in the Bureau of the Budget a staff 
office of accounting, headed by an assistant director for accounting, who would: 

(1) Develop and promulgate an overall plan for accounting and reporting 
by executive agencies ; 

(2) expedite, guide, and assist in the introduction of modern accounting 
methods ; 

(3) set schedules for the performance of the functions of executive agen- 
cies ; 

(4) stimulate the building of competent accounting and auditing organiza- 
tions, and assist actively in the selection, training, and retention of capable 
personnel, and 

(5) report periodically with respect to the status of accounting in each of 
the executive agencies. 

The Department endorses the principle set by the Congress in enacting the 
Budget and Accounting Procedures Act of 1950, which placed on the head of 
each agency the responsibility for developing an accounting system respondent 
to the needs of his agency. This principle is meritorious in that it recognizes 
that each executive agency is dealing with its own unique functions, and that 
economical and efficient management requires the tailoring of organization and 
administration to meet the requirements of each singular situation. The Depart- 
ment feels that the proposed centralization of control of fiscal methods and 
procedure would impinge upon the responsibilities of the departments and agen 
cies, and would tend to overemphasize uniformity in methods. While believing 
that accounting uniformity is necessary and desirable to a certain extent, the 
Department does not agree that uniformity alone is a sound basis for adopting 
procedure which does not further the efficiency or economy of its operations. 

Under existing provisions of law, the Comptroller General cooperates with 
executive agencies in the development of their accounting systems, and has 
organized facilities for providing advice and assistance in this field Further, 
he is required to review accounting systems of the executive agencies, and 
report his findings to the Congress as well as to the heads of agencies, the Bureau 
of the Budget, and the Treasury Department. It would appear that the proposed 
bill H. R. 7338 contemplates duplicating these functions in the Bureau of the 
Budget. 
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Section 120 (b) (3) requires the assistant director for accounting “to set 
reasonable and definite schedules for the performance of the functions” of exec- 
utive agencies, “and to watch and report on their progress.” While the present 
wording would encompass program functions as well as administrative, it is 
assumed the intent was to limit his responsibilities to the accounting functions 
of the executive agencies. 

The provision that the assistant director for accounting would “assist actively 
in the selection, training, and retention” of accounting personnel of other agen- 
cies would appear inadvisable from the viewpoint of organizational responsibility. 

Section 121 of the bill would authorize the head of each executive agency to 
appoint a comptroller responsible directly to him. The desirability of this type 
of organization has been recognized, and recently the comptroller function has 
been established in the Department of State. However, the Department’s concept 
of this function is broader than that contemplated by H. R. 7338, and it is believed 
that the present responsibilities of the Comptroller permit a more active role in 
the Department’s management. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
RoBertT ©. HILL, 
Assistant Secretary 
(For the Secretary of State). 





EXHIBIT O 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 6, 1956. 
Hon. WILttAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR CONGRESSMAN DAwson: Reference is made to your letters of July 11 and 
15, 1955, requesting the comments of this Department with respect to two bills, 
H. R. 7209 and 7338, which provide for improving accounting methods in the execu- 
tive branch of the Government, and for other purposes. 

This Department is in general agreement with the objectives of these bills to im- 
prove accounting practices, but we believe that this can be accomplished without 
additional legislation. 

With respect to section 120 which establishes an accounting staff in the Bureau 
of the Budget to guide agencies in accounting work, we strongly believe that 
accounting leadership should be fixed in one central agency and not be divided 
between two such agencies. We endorse and actively participate in the joint 
accounting improvement program sponsored by the Bureau of the Budget, Gen- 
eral Accounting Office, and Treasury Department. At present the GAO has a 
group which is actively assisting agencies in accounting systems work and the 
significant progress made in such work is largely attributable to the cooperative- 
ness of this group. Since working relations with GAO have been most satisfac- 
tory, it is believed continuation on the present basis is desirable. Confusion and 
jurisdictional problems could arise with split direction in this field which would 
impede progress. 

With respect to section 121 which provides for the appointment of a ‘‘Comp- 
troller” in each agency, the Department is in complete agreement with the ap- 
parent objectives, namely, that the duties enumerated should be assigned to an 
individual located within an agency organizationally and functionally which 
would assure prompt and appropriate attention to fiscal and accounting activities. 
The Department is presently following the objectives of this proposal. We do 
not believe it is necessary to identify a position as “Comptroller” to accomplish 
the desired results. In our opinion the present assignment of duties and responsi- 
bilities to the position of director of finance and budget officer of the Department 
meets all the major duties and functions specified in section 121. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
TruE D. Morse, 
Acting Secretary. 
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ExuHIsItT P 
Hon. W1111aM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D. C. 


DEAR Mr. CHAIRMAN: This is in response to your request for the views of the 
Department of Justice relative to the substantially similar bills (H. R. 7209 and 
H. R. 7338) “To provide for improving accounting methods in the executive 
branch of the Government, and for other purposes.” 

Section 1 of H. R. 7209 would amend the Budget and Accounting Procedures 
Act of 1950 so as to establish a staff office of accounting in the Bureau of the 
Budget, the head of which would be an assistant director for accounting appointed 
by the President by and with the advice and consent of the Senate at an annual 
compensation of $15,000. Generally described, the responsibilities of this office 
would entail developing improved accounting procedures and organizations in 
the executive branch. 

The section would also amend the Budget and Accounting Procedures Act of 
1950 to provide for the appointment of a comptroller by the head of each execu- 
tive agency, with the advice of the assistant director for accounting, at an an- 
nual compensation of $15,000. The comptroller would be responsible directly 
to the agency head and would supervise all accounting work and accounting per- 
sonnel of the agency. 

H. R. 7338 is identical with H. R. 7209 except that the rate of compensation of 
the assistant director for accounting and the comptrollers is left blank in that 
hill. These bills appear to carry out recommendations 10 and 11 of the Hoover 
Commission Report on Budget and Accounting. 

Since the proposed creation of the staff office of accounting involves a change 
in the organizational structure of the Bureau of the Budget, as to which subject 
the Department of Justice has no special competence, the Department prefers 
to make no recommendation concerning it. The creation of a position of comp- 
troller in each executive agency to coordinate fiscal matters would be desirable. 
Since, however, the accounting function is only Gone aspect of administrative 
management, which management includes such other administrative services as 
personnel, procurement, etc., the Committee may desire to consider whether 
the comptroller should be directly responsible to an official in the nature of an 
administrative assistant secretary, rather than to the head of the agency. 

On the question of whether these positions should be created by legislative 
enactment or by administrative action, I am advised that the Bureau of the 
Budget has indicated to your committee opposition to legislation and that greater 
flexibility would be afforded by administrative action. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 
WirttAm P. Rogers, 
Deputy Attorney General. 


ExHIBIT Q 


UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, April 18, 1956. 
Hon. WiLL1AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Dawson: This is in further response to your request for 
a report on H. R. 7209 and H. R. 7338, identical bills “to provide for improving 
accounting methods in the executive branch of the Government, and for other 
purposes.” 

The bills apparently are designed to effectuate recommendations No. 10 and 
No. 11 by the Commission on Organization of the Executive Branch of the Gov- 
ernment in its report entitled “Budget and Accounting.” The measures would 
amend the Budget and Accounting Procedures Act of 1950 so as to establish in 
the Bureau of the Budget a staff office of accounting headed by an assistant 
director for accounting and to provide for the appointment of a comptroller in 
each of the executive agencies. The functions and duties of these officers would 
be those specified in the bills. 
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While those recommendations of the Commission in themselves have my 
approval, [ do not believe that these bills provide the best method of attaining 
the results desired by the Commission. The recommendations, in fact, do not 
require legislative action, but can be’ put into effect by administrative action. 

The vesting of functions in subordinate officers of executive agencies, as pro- 
posed by this legislation, is inconsistent with the principle of placing the respon- 
sibility for the internal organization of executive agencies under the direction 
of agency heads. This principle was embodied in the recommendation of the 
jirst Hoover Commission in its first report on February 7, 1949, that “each 
department head should receive from the Congress administrative authority to 
organize his department and to place him in control of its administration.” 
Congress recognized the validity of this proposition in assenting to the various 
reorganization plans transferring to agency heads all duties and functions placed 
by statute in subordinate officers in their agencies. H. R. 7209 and H. R. 7338 
would seem to detract from this established principle, and would create an 
unnaturally rigid organization pattern within the agencies. 

For these reasons I would not favor the enactment of these bills. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 





Exuisir R 


COMPTROLLER GENERAL OF THr UNITED S?tAT¥s, 
Washington 25, D. C., February 8, 1956. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. DAwson: This is in response to your request of January 9, 1956, 
acknowledged January 13, requesting a report on H. R. 8236, 84th Congress, 
entitled “A bill to provide for comprehensive reports by the Bureau of the Budget 
with respect to all branches of the Government and the executive agencies 
thereof.” 

The proposed legislation would carry out recommendation No. 22 contained 
in the budget and accounting report of the Hoover Commission. As stated in our 
comments of October 26, 1955, B—-125294, to you, on the Hoover Commission 
Report on Budget and Accounting, we fully endorse the objective of full disclosure 
of the financial resuits of the activities of the Government in a manner most 
useful to the executive branch, the Congress, and the public. Enactment of the 
instant bill would tend to accomplish that objective. The executive agency to be 
responsible for developing comprehensive financial reports, however, is a matter 
for determination by the executive branch with the consent of the Congress and 
we offer no specific comment on this point. 

Although adequate central reporting can only be achieved after agency ac- 
counting systems, maintained on an accrual basis, have been developed suffi- 
ciently to provide reliable and concise financial data susceptible of consolida- 
tion, a comprehensive program to develop central reporting should be given a 
high priority and should be aggressively conducted by the executive branch. 
Such a program should also provide for an increased and continuing review 
as to the usefulness of the present published data. There is underway at the 
present time a project under the joint program of the Bureau of the Budget, 
Treasury Department, and General Accounting Office to improve the system 
of reporting the assets, liabilities, and financial transactions of all revolving- 
fund operations and selected commercial-type enterprises. A proposed Treasury 
regulation to replace existing instruction has been reviewed by all agencies of 
the Government and is expected to be issued in the near future. 

This reporting requirement is tied in very closely with the requirements for 
reporting by these business-type enterprises under the budget process to enable 
the Bureau of the Budget and others concerned to compare financial progress 
of agency programs throughout the year against their budget estimates. This 
type of reporting will also fulfill a long recognized need for central financial 
statements reflecting the assets and liabilities of a large segment of the Govern- 
ment’s operations. 

Sincerely yours, JOSEPH CAMPBELL, 
Comptroller General of the United States. 





' 
i 
j 





se 8 MEN 





BUDGET AND ACCOUNTING PODS 


Exaleir § 


EXECUTIVE OFFICE OF THE PRESIDENT, 
3UREAU OF THE BUDGET, 
Washington 25, D. C., March 19, 1956. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of January 9, 
1956, inviting the Bureau of the Budget to comment on H. R. 8236, a bill “To pro- 
vide for comprehensive reports by the Bureau of the Budget with respect to all 
branches of the Government and the executive agencies thereof.” 

This bill is evidently based upon recommendation No. 22 in the budget and 
accounting report issued by the (Hoover) Commission on Organization of the 
Executive Branch of the Government: “That Congress consider amending the 
Budget and Accounting Procedures Act of 1950 to make the Bureau of the Budget 
responsible for developing comprehensive reports (other than purely fiscal re- 
ports) showing the financial resuits of the activities of the Government as a whole 
and of its major component activities. 

This bill would amend the Budget and Accounting Procedures Act of 1950 by 
adding a new section that would require the Bureau of the Budget to present 
to the Congress annual reports on the financial results of Government activities, 
and provides that each executive agency shall furnish the Bureau with the infor- 
mation required for such reports. The effect of the enactment of H. R. 8236 is 
not clear, however, since existing provisions of the Budget and Accounting Pro- 
cedures Act of 1950 require the Secretary of the Treasury to prepare reports 
that will “present the results of the financial operations of the Government’ 
and H. R. 8236 does not amend that requirement. The proposed legislation, 
therefore, holds a potential for duplication of effort in the central agencies as 
well as undesirable effects in the operating agencies required to produce the 
necessary information. 

The development of an integrated system of financial reporting by the Govern- 

ment that would avoid duplication of effort in the operating and central agencies 
is one of the major objectives of the joint accounting program. Progress has 
been and is being made in that direction, based on the cooperative efforts of 
the General Accounting Office, the Treasury Department, the Bureau of the 
3udget, and the operating agencies. Illustrative of the results being obtained 
are the recent improvements in the central reports issued by the Treasury De- 
partment. Work is currently underway in this program on the development 
by the operating agencies of the kinds of financial information which will be 
needed to provide the basis of improved central reports of the types recom- 
mended by the Hoover Commission. As the Commission task force noted, how- 
ever, this objective cannot be completely attained until the accounting systems 
throughout the executive branch have been developed sufficiently to produce 
the necessary data. 

In view of these facts, the Bureau of the Budget believes that legislation on 
this subject at this time would be premature and recommends against the 
enactment of H. R. 8236. 

Sincerely yours, 
ROWLAND HuGHes, Director. 





ExuHinit T" 
APRIL 26, 1956. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of the Treasury Department on H. R. 8236, a bill “To provide for comprehensive 
reports by the Bureau of the Budget with respect to all branches of the Govern- 
ment and the executive agencies thereof.” 

The bill would authorize and direct the Director of the Bureau of the Budget 
to prepare or cause to be prepared for submission to the Congress at each regular 
session thereof a comprehensive report (other than a purely fiscal report) with 
respect to the financial results of the activities of all branches of the Government 
and of each executive agency thereof, and would require each executive agency 
to furnish such information as the Director of the Bureau of the Budget might 
require for such purpose. 
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It is not entirely clear what is meant by “a comprehensive report (other than 
a purely fiscal report),” which the Director of the Bureau of the Budget would 
be required to prepare. Section 114 of the Budget and Accounting Procedures 
Act of 1950 (64 Stat. 832) provides that the Secretary of the Treasury shall 
prepare such reports for the information of the President, the Congress and the 
public as will present the results of the financial operations of the Government, 
and each agency is required to furnish the Secretary of the Treasury such 
reports and information relating to its financial condition and operations as 
the Secretary, by rules and regulations, may require for the effective perform- 
ance of his responsibilities. 

By virtue of the nature of the Treasury’s operations as the financial depart- 
ment of the Government, it is the source of a great deal of fiscal data and the 
focal point of much of the Government’s accounting. Therefore, it is not only 
logical but practical for the Treasury to be the operating center of accounting 
and financial reporting as provided for in section 114, referred to above. In 
this connection, the Treasury now prepares various central reports pertaining 
to receipts and expenditures, the status of appropriations, the public debt, 
foreign currencies, assets and liabilities of executive agencies, long-range com- 
mitments and contingencies, and other reports having to do with the Govern- 
ment’s finances from an overall standpoint. There appears to be no real neces- 
sity or advantage to make the Bureau of the Budget, which is essentially a staff 
agency of the President, an operating agency instead of the Treasury in this 
respect. 

Accordingly, the Treasury Department does not recommend enactment of the 
proposed legislation. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your Committee. 

Very truly yours, 
W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 


ExHIisit U 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C. March 30, 1956. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear CONGRESSMAN DaAwsoN: This is in reply to your request of January 9, 
1956, for a report on H. R. 8236, a bill to provide for comprehensive reports by 
the Bureau of the Budget with respect to all branches of the Gov ernment and 
the executive agencies thereof. 

The bill amends the Budget and Accounting Procedures Act of 1950 so as to 
make the Director of the Bureau of the Budget responsible for the annual prepa- 
ration and submission to the Congress of a comprehensive report (other than a 
purely fiscal report) showing the financial resources and financial results of 
operations of all branches of the Government and of each executive agency there- 
of. It also requires the head of each executive agency to furnish such informa- 
tion as the Director of the Bureau of the Budget may require in the preparation 
of the comprehensive report. 

The Department agrees that a cOmprehensive report showing the financial re- 
sources and financial results of operations should be available, but understands 
that this objective can be accomplished without additional legislation. 

It is our opinion that, under present accounting systems, the financial infor- 
mation apparently contemplated in the bill can be furnished without undue 
difficulty. In prescribing regulations for the preparation of the reports, we 
assume the Director of the Bureau of the Budget would take into consideration 
the kinds of accounting and program data available and appropriate to the types 
of operations conducted. Furthermore, it should be recognized that much of 
the financial information of the type referred to in the bill now appears in the 
annual budget, and any reporting regulations which may be issued upon enact- 
ment of this bill should be so drawn as to avoid duplication of this reported 
information. 

In view of the existing responsibilities of the Treasury Department in the 
area of central financial reports, it is believed that the bill should more clearly 
distinguish between the responsibilities of the Treasury and the Budget Bureau 
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in order to avoid all possible confusion or duplication, particularly in their 
relationships with individual agencies. Section 114 of the Budget and Account- 
ing Procedures Act places in the Treasury Department the primary responsibility 
for overall financial reporting on the Government’s activities. The mere addi- 
tion of section 120, as proposed in the bill, could serve to generate an overlapping 
of functions or a duplication in reporting requirements. The adjustment of the 
Budget Bureau-Treasury relationships on financial reporting would have to be 
determined outside this Department. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
TRUE D. Morse, Acting Secretary. 





EXHIBIT V 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 28, 1956. 
Hon. WILLIAM A. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 

My Dear Mr. Dawson: This responds to your request for the views of this 
Department on H. R. 8236, a bill to provide for comprehensive reports by the 
Bureau of the Budget with respect to all branches of the Government and the 
executive agencies thereof. 

We recommend that the bill not be enacted. 

H. R. 8236 would amend the Budget and Accounting Procedures Act of 1950 
by adding a new section which would require the Director of the Bureau of the 
Budget to transmit to the Congress at the beginning of each session a compre- 
hensive report on the financial results of the activities of the Government. The 
report would contain, with respect to the operations and activities of each agency, 
information concerning: (1) Costs; (2) assets and liabilities; (3) the extent 
of contingent liabilities; and (4) any other pertinent information determined 
by the Director of the Bureau of the Budget-to be pertinent. 

It appears that H. R. 8236 is designed to make effective recommendation No. 
22 of the report on budget and accounting of the Commission on Organization 
of the Executive Branch of the Government. That recommendation is: 

“That Congress consider amending the Budget and Accounting Procedures Act 
of 1950 to make the Bureau of the Budget responsible for developing compre- 
hensive reports (other than purely fiscal reports) showing the financial results 
of the activities of the Government as a whole and of its major component 
activities.” 

Executive agencies are required now to submit annual reports to the Congress 
dealing with the conduct of their operations. Numerous other regular and 
special reports and substantial detailed information is made available to the 
Appropriations Committees and the Committees on Government Operations, and 
other committees of the Congress and to the Bureau of the Budget. It would 
seem that all of the documents would furnish sufficient information and data 
with respect to the performance by the various agencies of their functions and 
activities without requiring the preparation of an additional detailed and com- 
plicated report, the preparation of which would consume much time, effort, and 
money. 

With respect to the specific provisions of the bill, this Department would find 
itself in a difficult position to comply fully with the reporting requirements 
because of the accounting systems now in use. A cost accounting system is not 
utilized throughout the Department, particularly with respect to those bureaus 
and offices which conduct only administrative-type operations. Those same 
bureaus and offices which have purely administrative-type operations do not 
utilize accrual accounting procedures, which are required in arriving at state- 
ments of liabilities. Thus, enactment of legislation along the lines proposed 
in the bill would result in our undertaking considerable accounting system work 
not otherwise required by our responsibilities and activities. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
D. Otis BEASLEY, 
Administrative Assistant Secretary of the Interior. 
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ExHIsir W 


DEPARTMENT OF STATE, 
Washington, March 30, 1956. 
Hon. WititiAmM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR MR. DAWSON: In accordance with your request of January 9, 1956, which 
was acknowledged on January 16, the Department of States submits herewith a 
report and comments on H. R. 8236, ‘To provide for comprehensive reports by 
the Bureau of the Budget with respect to all branches of the Government and 
the executive agencies thereof.” 

The bill proposes to amend the Budget and Accounting Procedures Act of 1950 
by adding a new section No. 120 which would require the Director of the Bureau 
of the Budget to transmit to the Congress at the outset of each regular session a 
comprehensive report with respect to the financial results of the activities of all 
branches of the Government. ‘This proposal would implement one of the recom- 
mendations of the Commission on Organization of the Executive Branch of the 
Government contained in its report to the Congress in June 1955, on budget and 
accounting. 

The Budget and Accounting Procedures Act of 1950 places on the Secretary 
of the Treasury the responsibility for preparing, for the information of the 
President, the Congress, and the public, such reports as will present the results 
of the financial operations of the Government. It-appears that this law provides 
adequate authority and fixes responsibility for the preparation of comprehensive 
reports with respect to the financial results of Government activities. Further, 
the passage of the proposed bill would appear to create a duplication of respon- 
sibility between the Treasury and the Bureau of the Budget for the same func- 
tion. 

In its report to the Commission on Organization of the Executive Branch of 
the Government, the task force on budget and accounting referred to the rec- 
ommendation on comprehensive reports as follows: 

“The Bureau of the Budget can meet this responsibility completely only 
after agency accounting systems, maintained on the accrual basis, have been 
developed sufficiently to provide reliable and concise financial data susceptible 
of consolidation.” : 

From this it would appear that the Commission’s task force believed that de- 
cisions on certain fundamental accounting issues, such as whether the accrual 
accounting basis should be adopted for all agencies, logically should precede 
further development of the reporting system. In this regard, the Department 
invites the attention of the committee to the dissents of Commissioners Brown, 
Farley, and Holifield as set forth in the Commission’s report. 

The Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 
Rosert C. HIL1, 
Assistant Secretary 
(For the Secretary of State). 





ExuHIpit X 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., April 20, 1956. 
Re H. R. 8236 
WILLIAM L, DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D. C. 

DeAR Mr. CHAIRMAN: Further reference is made to your letter of January 
9, 1956, which requested GSA’s comments on H. R. 8236, a bill “To provide for 
comprehensive reports by the Bureau of the Budget with respect to all brauches 
of the Government and the executive agencies thereof.” 

This proposed legislation would authorize and direct the Director of the 
Tureau of the Budget to submit annually to the Congress a comprehensive re- 
port (other than a purely fiscal report), with respect to the financial results 
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of the activities of all branches of the Government and of each executive agency 
thereof. The Director of the Bureau of the Budget would be given authority to 
determine the type of information required to be submitted by the governmental 
departments and agencies. This bill appears to be an implementation of Rec- 
commendation No. 2° of the recent Commission on Organization of the Executive 
Branch of the Government. 

In the event that the Director of the Bureau of the Budget should determine 
to report minute operating detail, as could be required under the provisions of 
this legislation, this could result in imposing a2 heavy administrative and re- 
porting workload which could prove to be a purden to all branches of the Gov- 
ernment. ‘To some extent, also, the information required would duplicate that 
included in agency annual and special reports now required to be submitted 
to the Congress. 

GSA stated its position on this subject to the Director of the Bureau of the 
Budget in commenting on recommendation No. 22, referred to above, as fol- 
lows: ; . 

“GSA concurs in principle with a broad-stroke annual report by the President 
on past performance of the executive pranch as a whole. Uniess it is in proad 
strokes, such a report on the world’s largest business would be such a mass 
of statistics that it would be of little use.” 

It would appear that the comprehensive features of the proposed report 
must necessarily include a report on agency fiscal operations. Thus, a report 
which is aimed at a review of the operational aspects of an agency would be a 
vehicle for a financial study under a new guise. This would seem to duplicate 
the reporting requirement of the Budget and Accounting Procedures Act of 
1950 which requires the Secretary of the Treasury to prepare reports that will 
“present the results of the financial operations of the Government.” H. R. 8236 
holds a potential for duplication of effort in the central agencies as well as 
undesirable effects in the operating agencies required to produce the neces- 
sary jnformation. 

In view of these facts, GSA believes that legislation on this subject at this 
time would not prove a benefit and therefore, recommends against the enact- 
ment of H. R. 8236. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of such report as GSA may deem appropriate. 

Sincerely yours, 
FRANKLIN G. FLOETE, 
Administrator. 
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Exuisit Y 


UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, April 11, 1956. 
Hon. WiLLtAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of R« presentatives, Washington, D. C. 

DEAR CONGRESSMAN Dawson: This is in reply to your request for my coll- 
ments on H. R. 8236, a bill “to provide for comprehensive reports by the Bureau 
of the Budget with respect to all branches of the Government and the executive 
agencies thereof.” 

The bill would require the Director of the Bureau of the Budget to submit 
to Congress in each regular session a complete financial report on Government 
activities which would be broken down by agencies and would contain detailed 
information on the operations of each agency. The proposal apparently is 
designed to implement Recommendation No. 22 of the Report of the Com- 
mission on Organization of the Executive 3ranch of the Government on Budget 
and Accounting. 

The information which this bill would require to be furnished to Congress 
is for the most part now made available. Enactment of the pill, therefore, 
would result in considerable duplication in effort and cost. For example, budget 
estimates now submitted to the Congress contain much information of an opera- 
tional as well as a fiscal nature. Among other things, these estimates record 
accomplishments for the most recent complete fiscal year and for the first half 
of the current fiscal year. They contain cost figures on both functional and 
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organizational bases. I doubt that overlapping and wasteful repetition be- 
tween these estimates and the reports contemplated by H. R. 8236 could be 
eliminated. 

The requirements of the proposed bill would impose a serious burden on all 
the agencies of the Federal Government at the approximate time when the 
agencies are engaged in preparing material for the annual appropriation hear- 
ings. This material may well duplicate information required under H. R. 8236. 

For these reasons I would not favor the enactment of the bill. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 








